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The  World  Situation. 

THE  second  year  following  the  Armis- 
tice did  not  bring  the  degree  of  in- 
dustrial recovery  and  social  recuper- 
ation among  the  peoples  of  Europe 
which  had  been  hoped  for.  Condi- 
tions over  the  greater  part  of  the  continent  are 
still  in  great  confusion,  and  over  much  of  it 
even  more  distressing  than  a  year  ago.  There 
are,  however,  some  signs  of  progress  toward 
order  and  better  things.  The  war  between 
Poland  and  Russia  has  left  deplorable  results 
in  the  desolation  of  territory  and  destitution  of 
great  numbers  of  people,  but  although  there 
are  misgivings  in  some  quarters  of  more  hos- 
tilities on  the  Russian  frontier,  for  the  pres- 
ent peace  is  established  in  Europe,  except  for 
the  trouble  that  Italy  is  having  with  some  of 
her  own  excessively  zealous  patriots  over  the 
terms  of  her  agreement  with  Jugo-Slavia.  The 
consummation  of  this  agreement  between  the 
responsible  authorities  of  the  two  countries 
may  be  counted  one  of  the  important  accom- 
plishments of  the  year. 

Russia. 
Within  Russia  the  authorities  at  Moscow 
now  have  no  armed  or  organized  opposition, 
and  may  go  ahead  in  their  own  way  to  revive 
the  productive  industries  of  that  vast  terri- 
tory. If  they  can  produce  a  surplus  of  food- 
stuflFs  and  of  the  raw  materials  which  west- 
ern Europe  needs,  and  deliver  them  at  the 
coast  or  any  of  the  country's  boundaries,  it 
is  not  likely  that  they  will  be  seriously  ham- 
pered by  inability  to  trade  them  for  the  prod- 
ucts of  other  countries.  The  ambitions  of  the 
Bolsheviki  to  convert  the  world  to  their  pe- 
culiar beliefs  will  be  best  served  by  demon- 
strating the  virtues  of  their  system  in  practical 
operations  at  home. 

Austria  and  the  Balkans. 

Conditions  in  .\ustria  are  desperately  bad. 
due  fundamentally  to  the  political  severance 
of  Vienna  from  the  territory  of  which  it  has 
been  the  industrial  and  commercial,  as  well  as 
political,  center.  The  immediate  problem  is  to 
get  the  population  of  Vienna  through  the  win- 
ter. 


New  York,  January,  1921. 


Hungary,  Roumania,  Bulgaria  and  Jugo- 
slavia are  largely  agricultural  territory  and 
although  struggling  with  Treasury  deficits, 
hard  times,  and  insufficient  supplies  of  many 
kinds,  have  not  the  more  difficult  problem  of 
providing  for  great  city  populations. 

Italy. 

Italy  has  quieted  her  most  alarming  dis- 
orders. The  new  Labor  Board  which  is  to  be 
established  will  be  for  the  purpose  of  accom- 
plishing conciliation,  but  is  not  revolutionary 
in  character.  The  Treasury  is  in  improved 
condition .  as  a  result  of  new  taxation ;  the 
revenues  in  October  are  reported  as  three 
times  those  of  October,  1919.  In  the  first  nine 
months  of  1920  imports  decreased  .v6,000,0(X) 
lire  and  exports  increased  1,762.000,000.  The 
note  circulation  of  the  Bank  of  Italy  on  Oc- 
tober 10  was  15,238.000.000  lire,  against  14,445,- 
000,000  a  year  before,  and  1,556.000,000  in  1914. 
With  the  increased  revenues  this  inflation 
should  cease. 

Poland. 

Poland  has  been  prostrated  by  the  struggle 
with  Russia.  The  industrial  and  financial  situ- 
ation is  very  bad,  with  the  currency  depreci- 
ated almost  to  the  vanishing  point  by  the 
enormous  issues  of  the  past  year.  Although 
the  country  is  normally  more  than  self-sup- 
porting in  food  production,  it  requires  impor- 
tations this  year,  and  needs  help  to  cope  with 
epidemics  of  disease  both  among  the  people 
and  farm  animals.  Although  united  in  an- 
tagonism to  Russian  Bolshevism  the  people 
are  very  much  inclined  to  socialism,  and  their 
experiments  in  the  state  management  of  in- 
dustries have  added  enormously  to  the  con- 
fusion and  distress.  In  a  recent  lecture  at 
Warsaw  Professor  Globinski,  an  economist  of 
standing,  stated  that  the  country  had  410,000 
civil  officials  and  that  including  the  army  the 
burdens  of  government  were  overwhelming. 
He  said  that  the  state  railways  have  five  times 
as  many  employes  per  kilometer  as  the  roads 
of  western  Europe.  The  change  of  the  land 
laws  at  tl^  time  is  not  conducive  to  increased 
production. 
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Ciecho-Slovakia. 

In  Czccho-Slovakia  the  Minister  of  Finance 
has  recently  promised  that  the  Budget  for  the 
ensuing  year  will  balance,  although  it  is  not 
altogether  encouraging  that  the  principal  bur- 
dens are  said  to  be  for  social  and  military  pro- 
jects. Socialism  is  strong  here  also,  and  the 
chief  difficulty  with  which  the  industries  have 
to  contend  at  this  time  is  the  lack  of  coal, 
which  is  aggravated  by  schemes  for  the  so- 
cialization of  the  coal  industry.  The  mines 
were  gutted  during  the  war  and  require 
large  expenditures  for  development,  which  are 
held  up  pending  a  determination  of  what  shall 
be  done  with  the  industry.  Vienna  is  mainly 
dependent  on  these  mines  and  a  shortage  of 
coal  is  the  chief  drawback  of  all  Europe. 

Qcrmany. 

Germany  is  still  in  an  unsettled  and  agitated 
state.  The  crops  of  1920  were  not  good,  there 
is  need  to  import  food  and  raw  materials  but 
the  exports  are  insufficient  to  pay  for  them. 
The  industries  are  not  working  at  a  rate  suffi- 
cient to  provide  for  even  the  needs  of  the  Ger- 
man people,  to  say  nothing  of  paying  indemni- 
ties. The  revenues  of  tlie  government  are  far 
short  of  what  is  required  to  meet  its  expendi- 
tures, and  the  deficit  is  met  by  printing 
money,  which  demoralizes  the  currency  and 
foreign  exchanges  and  aggravates  all  the  dis- 
orders. The  railroads,  all  of  which  have  been 
taken  over  by  the  Federal  government,  are 
running  steadily  behind  and  are  a  heavy  bur- 
den on  the  public  treasury.  A  lack  of  coal 
hampers  the  industries,  but  in  this  respect 
there  has  been  some  improvement  recently — 
the  most  hopeful  sign  of  the  year. 

Overshadowing  every  other  problem  in  im- 
portance is  the  question  of  indemnities.  Re- 
cent proceedings  of  the  Reparation  Commis- 
sion have  afforded  ground  for  expectation  that 
the  amount  of  the  indemnities  will  be  defi- 
nitely fixed,  and  at  a  sum  which  will  encourage 
the  German  people  to  energetically  undertake 
the  task  of  payment.  At  present  the  situa- 
tion in  Germany  is  very  gloomy,  and  it  affects 
the  entire  European  and  world  situation. 

Belgium  and  France. 

In  Belgium  and  France  substantial  progress 
in  industrial  recovery  has  been  made.  In  Bel- 
gium production  was  back  on  the  whole  at 
about  pre-war  volume,  before  the  present  de- 
pression came  on.  France  has  done  much  in 
rebuilding  the  devastated  territory  and  in  get- 
ting the  crippled  industries  into  operation.  Her 
industrial  output  has  increased,  and  the  ad- 
verse balance  of  trade  has  been  largely  re- 
duced. The  Temps  of  November  22  gave  the 
value  of  imports  for  ten  months  as  29,784,000,- 
000  francs,  against  27.397,000.000  in  1919,  and 
exports  as  18,890,000,000,  against  7,733,000,000. 


France  shows  many  evidences  of  progress,  con- 
vincing to  the  world  and  cheering  to  her  own 
people.  Among  them  may  be  mentioned  the 
payment  of  $150,000,000  to  the  United  States. 
A  new  internal  loan  has  been  floated  recently, 
to  which  subscriptions,  including  certain  con- 
version privileges,  aggregate  50,000,000,000 
francs,  and  by  the  aid  of  this  the  government 
has  been  able  to  reduce  its  indebtedness  to  the 
Bank  of  France  to  such  an  extent  that  the 
note  circulation  of  this  institution  is  lower  than 
it  was  a  year  ago.  In  France  also  production 
of  coal  is  increasing. 

Great  Britain. 

Great  Britain  has  passed  through  a  strenu- 
ous year,  with  grave  disorders  in  Ireland  and 
almost  equally  grave  labor  problems.  The 
former  are  more  acute  at  the  moment,  but  the 
latter  are  more  fundamental.  The  coal  strike 
was  an  exceedingly  threatening  menace,  in- 
volving as  it  did  a  challenge  to  the  government 
and  a  covert  demand  for  the  nationalization  of 
the  coal  industry.  It  was  settled,  however, 
with  the  intelligent  co-operation  of  influential 
labor  leaders,  and  this  is  the  most  reassuring 
sign  in  the  British  industrial  situation.  The 
representatives  of  British  labor  and  British  so- 
cialism who  visited  Russia  during  the  year,  in 
every  noteworthj'  instance,  reported  against 
the  adoption  of  the  Soviet  policies  by  British 
workingmen. 

Despite  the  difficulties  in  industry,  the  rev- 
enues of  the  British  Treasury  have  more  than 
met  expenditures  since  the  beginning  of  the 
fiscal  year,  April  1,  1920,  enabling  substantial 
payments  to  be  made  upon  indebtedness.  The 
government  has  stated  that  by  the  end  of  the 
fiscal  year  all  the  war  subsidies  will  be  abol- 
ished. At  the  close  of  1919,  the  government 
announced  that  tiie  outstanding  issue  of  ex- 
chequer currency  notes,  above  cash  reserves, 
would  not  be  permitted  to  exceed  £320,600,000 
in  the  year  1920.  This  pledge  has  been  ob- 
served, the  excess  on  December  1  being  £303.- 
854,000,  and  the  percentage  of  reserve  13.5, 
against  9.1  at  the  close  of  1919.  The  gold  stock 
of  the  Bank  of  England  on  December  1  was 
£124,991,291,  against  £91,790,369  on  that  date 
of  1919.  During  the  eleven  months  to  the  end 
of  November,  the  adverse  balance  in  foreign 
trade  was  reduced  about  $600,000,000.  In  ac- 
tual accomplishments  therefore  Great  Britain 
has  notably  improved  her  situation  during  the 
past  year. 

The  Industrial  Depression. 

We  have  mentioned  above  only  the  countries 
of  Europe  which  were  involved  in  the  war. 
They  all  suffered  terrible  losses  in  manhood 
and  capital,  and  are  suflfering  by  the  disor- 
ganization of  their  industries.  The  latter 
source  of  loss  is  due  in  part  to  the  war,  but 


even   more   to  the  agitation  which  seeks   to 
overthrow  the  existing  social  order. 

The  effects  of  this  disorganization  of  Europe 
are  felt  throughout  the  world.  Europe  was 
the  center  of  the  world's  industrial  organiza- 
tion, a  great  market  for  the  products  of  all 
other  quarters  of  the  globe.  The  equilibrium 
which  formerly  existed  in  the  world's  indus- 
tries is  disturbed  by  the  inability  of  Europe  to 
trade  as  formerly.  The  people  need  clothing, 
but  they  cannot  buy  cotton  or  wool.  They  need 
the  metals,  copper,  lead  and  zinc,  but  cannot 
buy  them.  They  would  like  to  have  meats  but 
have  not  the  means  of  payment. 

The  spurt  of  activity  which  followed  the  Ar- 
mistice could  not  be  sustained,  and  has  been 
succeeded  by  a  state  of  depression  in  all  coun- 
tries. A  cable  despatch  from  Geneva,  Switz- 
erland, the  seat  of  the  League  of  Nations, 
dated  December  22,  says : 

From  every  part  of  Europe,  from  old  countries  and 
new,  and  even  from  Asia,  reports  arrive  of  unrest 
and  disturbance,  of  commercial  crises,  unemployment 
and  Inability  to  sell  products,  together  with  tlio  great- 
est need  of  such  products. 

Lloyd  George  on  the  Situation. 

The  Premier  of  Great  Britain,  Lloyd  George, 
in  a  public  address,  recently,  described  the 
situation  as  follows,  in  part: 

Now  the  first  thing  we  have  got  to  get  Into  our 
minds  Is  this:  The  cause  Is  not  peculiar  to  our 
country.  It  Is  something  that  affects  the  whole 
world.  It  is  not  an  atmospheric  depression  that  af- 
fects one  degree,  one  coast,  one  country;  It  girdles 
the  earth — the  United  States  of  America.  Japan. 
China.  India,  Franco.  Italy.  Germany,  as  well  as  the 
United  Kingdom.  The  whole  world  is  suffering  from 
it.  Now  it  Is  important  when  you  come  to  think  of 
remedies  to  get  that  fundamental  fact  Into  your  minds 
— (hear,  hear) — so  that  we  should  not  run  into  reme- 
dies that  may  be  applicable  to  one  country  and  not 
to  another. 

For  instance,  countries  with  totally  different  eco- 
nomic systems  are  suffering  alike — Protectlonl.'t  coun- 
tries. Free  Trade  countries,  countries  with  good 
Governments  and  with  bad  Governments) — (laughter) 
— countries  whose  Governments.  In  the  e.ves  of  Lord 
Northcliffe.  can  do  no  wrong,  and  countries  whose 
Governments,  in  his  lordship's  clear  eye.  can  never  do 
right.  (Laughter.)  They  all  suflfer  alike.  It  is  rain- 
ing on  the  Just  and  the  unjust  without  stint.  And  So- 
cialistic countries  are  suffering  Just  like  those 
wretched  individualists  are  suffering.  The  working 
classes  are  more  wretched  where  the  sun  of  liberty 
la  shining  upon  them  under  the  segis  of  Lenlne  and 
Trotzky  than  they  are  In  this  benighted  country, 
where  they  are  locked  up  In  the  dungeons  of  capi- 
talism. 

I  got  ngures  from  the  Board  of  Trade  this  after- 
noon of  what  we  sold  to  Europe  before  the  war.  We 
sold  from  this  country,  most  of  It  our  own  products, 
but  we  got  a  profit  on  even  what  passed  through — we 
sold  246  millions'  worth  of  goods.  At  present  prices, 
I  am  told,  that  would  be  about  600  millions,  probably 
more. 

Where  Is  that  trade  now?  Our  customers  are  Jm- 
poverished.  bankrupt.  I  am  not  sure  about  borrowing. 
The  printing  press  may  save  you  for  a  time,  but  you 
r.nnnot  always  carry  a  sack  of  paper  on  your  baclcs. 
That  Is  what  is  happening  in  Europe.  They  cannot 
get  on  without  It.  and  when  they  buy  they  cannot  pay. 
Have  you  ever  seen  the  spectacle  of  a  man  In  rags, 
down  at  heels,  standing  in  front  of  a  shop  window 
looking  at  clothes  and  boots  of  the  latest  fashions? 


And  you  say  why  does  he  not  buy,  he  Is  in  rags,  he 
needs  them,  why  does  he  not  go  In  the  shop?  He 
cannot  pay. 

Europe  is  standing  In  front  of  our  shop  windows, 
stocked  with  the  best  goods  that  any  land  can 
turn  out.  And  it  is  in  rags  and  wants  to  buy.  But 
Its  pockets  are  full  of  paper.  It  cannot  buy.  And 
until  a  customer  is  in  a  condition  to  trade  with  you 
we  must  admit  it.  Do  not  let  us  work  up  pretended 
causes;  let  us  get  at  realities.  Britain  has  got  to 
wofk  its  way  back  to  a  full  purse,  and  until  it  does 
that,  nothing  that  Governments  can  do,  nothing  that 
federations  can  do,  and  nothing  that  newspaper  ar- 
ticles can  do  can  help  us.     (Cheers.) 

What  are  the  remedies?  The  first  is  peace.  Europe 
cannot  work  its  way  back  to  prosperity  unless  it  has 
peace.  Europe  must  work  with  both  hands.  (Ap- 
plause.) She  cannot  handle  the  sword  and  the  trowel. 
I  cannot  stand  those  men  who  are  constantly  blow- 
ing on  the  embers  of  the  fire.  Stamp  out  those  who 
are  going  about  with  petrol -tins  to  start  fresh  fires. 
(Applause.) 

That  speech  might  have  been  made  as  appro- 
priately in  the  United  States.  When  the  truth 
it  sets  forth  is  comprehended,  all  the  people 
will  be  in  better  state  of  mind  to  set  about  re- 
pairing their  fortunes.  The  first  thing  is  to 
know  that  their  misfortunes  are  not  due  to  a 
conspiracy  among  grain  speculators,  or  on  the 
cotton  exchange,  or  in  Wall  Street.  All  com- 
modities and  all  markets  are  involved,  and  it 
cannot  be  supposed  that  commodities  traded  in 
all  over  the  world  could  be  sustained  in  price 
in  the  United  States  when  they  were  falling 
everywhere  else. 

General  Business  Situation. 

The  general  business  situation  has  exhibited 
during  the  past  month  the  same  trend  that  was 
manifest  in  October  and  November,  and  will 
have  to  run  its  course  until  readjustments 
are  accomplished.  It  cannot  stop  with  the  in- 
dustries in  an  unbalanced  situation,  part  of 
them  down  to  approximately  a  pre-war  basis 
and  part  of  them  on  the  war  basis.  Either  the 
former  must  recover  the  position  they  have 
lost,  or  the  latter  must  come  down  to  the  new 
level,  and  the  present  situation  is  not  promising 
for  price  recoveries. 

Bradstreet's  table  of  wholesale  prices  on  De- 
cember 1  was  down  34.7  per  cent  from  the  top 
in  February.  Bradstreet's  figures  by  groups, 
are  as  follows : 

%  decline 
Commodity  from  peak. 

Textiles   (Including  raw  materials) 54.2 

Breadstuffs    28. 

Live   stock   _ _.„„„.„.„.^ 19.5 

Provisions  1J.8 

Hides  and  leather  ..„ 88.2 

Metals 88.6 

Vegetable  oils  84.2 

Naval   stores   49.5 

Miscellaneous    50.4 

It  is  interesting  to  note  how  general  are  the 
declines,  and  that  farm  products  are  not  the 
only  ones  affected.  As  a  rule  raw  materials 
fall  faster  than  finished  goods,  because  the 
element  of  wages  is  larger  in  the  latter,  and 
wages  decline  more  slowly  than  any  other 
factor  in  prices. 


a 


Bradstreet's  index  of  foodstuffs  on  Decem- 
ber 16  showed  a  decline  of  31.5  per  cent  from 
the  corresponding  week  of  VJVJ). 

The  declines  in  the  principal  staples  have 
been  less  in  recent  weeks,  indicating  that  they 
have  about  reached  bottom,  while  other  com- 
modities are  now  following  and  coming  into 
line  with  them-  This  is  the  logical  and  usyal 
procedure  of  readjustment. 

Recults  of  Untettlement. 

Of  course  this  state  of  unsettlement  is  un- 
favorable to  industry.  Retail  merchants  have 
been  buying  only  to  sort  up  their  stocks,  job- 
bers have  run  down  their  stocks,  orders  for 
goods  have  been  cancelled  in  great  numbers, 
and  manufacturing  establishments  have  slowed 
down  production  or  shut  down  completely. 
Some  of  them  have  been  running  part  time, 
and  accumulating  goods,  to  hold  their  organi- 
zations together  and  afford  some  earnings  to 
their  employes,  but, such  operations  arc  with- 
out hope  of  profit,  and  at  the  risk  of  serious 
losses  in  a  time  like  the  present,  when  costs 
are  likely  to  be  reduced  in  the  near  future. 
The  operations  of  an  important  industry  run 
into  values  very  fast,  and  few  companies  are 
strong  enough  to  keep  up  their  outgo  for  very 
long  unless  the  goods  are  moving  and  produc- 
ing an  income.  Moreover,  it  would  be  ruinous 
to  do  so  on  a  declining  market. 

It  is  unfortunate  to  have  production  cur- 
tailed, because  the  fundamental  need  of  so- 
ciety is  for  more  goods,  but  when  industry  gets 
out  of  balance  and  goods  cannot  be  distributed, 
a  temporary  slowing  down,  during  the  period 
of  readjustment,  is  unavoidable. 

Causes  of  Industrial  Reaction. 

These  periods  of  reaction  come  as  a  result  of 
industrial  derangement,  or  in  other  words, 
from  the  industrial  organization  getting  out 
of  balance.  We  have  often  remarked  that  the 
modern  organization  by  which  society  sup- 
plies its  wants  is  a  very  complicated  one.  It 
is  an  organization  of  specialists,  each  in  his 
own  field,  doing  the  work  he  has  chosen  for 
himself,  and  exchanging  products  and  services 
with  the  others.  It  is  a  wonderfully  effective 
organization  when  in  balance,  with  every 
branch  of  industry  working  approximately  at 
capacity,  but  if  anything  happens  to  throw  it 
out  of  balance  it  is  possible  to  have  millions 
of  people  unable  to  buy  the  products  of  others, 
because  they  cannot  sell  their  own. 

The  war  disturbed  the  normal  situation,  and 
for  nearly  a  year  after  it  broke  out  industry 
was  at  low  ebb  in  this  country.  The  winter 
of  1914-15  was  as  bad  in  the  state  of  unemploy- 
ment as  this  one  threatens  to  be.  Cotton  is 
thought  to  be  selling  at  distress  prices  now,  but 
it  was  selling  then  at  less  than  one-half  present 


prices.  The  steel  industry,  then  much  below 
present  capacity,  went  down  to  about  35  per 
cent  of  capacity,  and  other  industrit."s  sulTcrcd 
in  like  manner. 

As  the  war  went  on,  industry  was  adapted 
to  it,  and  an  enormous  demand  for  labor  and 
products  developed ;  credits  were  inflated,  and 
wages  and  prices  were  carried  so  far  away  from 
normal  standards  that  many  people  thought 
normal  conditions  would  never  return.  It 
was  hastily  assumed  that  we  had  entered  upon 
a  new  world  in  which  everything  was  going  to 
be  radically  different  from  what  it  had  been  in 
the  past.  VVe  are  beginning  to  learn  that  there 
was  a  great  deal  of  error  in  those  assumptions. 

Buying  Power  Fell  Behind. 

During  the  period  of  advance,  although  there 
were  many  people  whose  incomes  did  not  keep 
pace  with  thegeneral  movement,  the  situation 
remained  for  a  time  fairly  well  in  balance,  but 
as  the  advances  continued,  the  buying  power  of 
important  sections  of  the  population,  especially 
in  other  countries,  fell  behind.  The  American 
farmer  felt  it  first  in  the  lessened  demand  from 
abroad  for  his  meats;  then  came  the  slackening 
demand  for  cotton  and  woolen  goods  in  all 
countries,  the  laying  off  of  textile  workers,  the 
heavy  fall  in  prices  of  raw  cotton  and  wool,  and 
then  the  drop  in  grains  and  other  commodities. 
The  situation  became  so  completely  unbal- 
anced that  a  general  readjustment  was  neces- 
sary. 

The  Condition  of  Recovery. 

As  we  have  often  repeated,  it  is  fundamen- 
tal in  a  highly  organized  society,  where  all  the 
industries  are  interdependent,  that  there  shall 
be  a  free,  full  circulation,  or  exchange,  of  prod- 
ucts. The  purchasing  power  of  every  branch 
of  industry  is  in  its  own  products,  and  since 
the  exchanges  are  effected  by  the  use  of  money 
it  is  necessary  that  the  prices  of  all  products 
shall  rise  or  fall  approximately  together;  other- 
wise the  basis  of  trade  will  be  altered,  trade 
cannot  go  on,  and  the  whole  organization  will 
be  disrupted.  There  must  be  a  fair  and  ap- 
proximately stable  basis  of  exchange.  In  nor- 
mal times  it  works  out  that  the  products  of 
the  different  industries  exchange  about  on  the 
basis  of  the  amount  of  labor  in  them,  subject 
to  differences  due  to  the  amount  of  skill,  train- 
ing, ability,  etc.,  required  in  the  various  occu- 
pations. There  may  be  tendencies  at  work 
gradually  modifying  the  basis  of  the  exchanges 
without  disrupting  the  situation,  but  there  can- 
not be  a  sudden  change  in  the  compensation 
or  buying  power  of  great  bodies  of  the  popu- 
lation without  seriously  affecting  all  branches 
of  industry  and  business. 

The  above  describes  the  situation  with  which 
this  country  and  the  civilized  world  has  to 
deal,  for  not  only  is  there  a  serious  disturbance 


in  the  relations  between  our  own  industries 
but  an  abnormal  situation  as  between  this 
country  and  other  countries. 

The  Balance  Must  be  Restored. 

We  cannot  look  for  a  restoration  of  full  em- 
ployment and  prosperity  until  something  like 
the  old  balance  between  agriculture  and  the 
other  industries  is  restored.  If  there  was  any 
prospect  of  a  rise  in  the  prices  of  farm  prod- 
ucts, it  might  be  argued  that  the  balance  would 
be  restored  in  that  way,  but  there  is  little  basis 
for  such  expectation.  The  prices  of  our  farm 
products  are  dependent  upon  the  prices  at 
which  the  surplus  can  be  sold  in  foreign  mar- 
kets. To  cut  down  our  production  for  the  pur- 
pose of  raising  prices  would  be  an  attempt  to 
sustain  prices  on  an  artilicial  basis,  a  basis  of 
scarcity.  The  farmer  would  have  less  to  sell, 
and  the  attempt  at  curtailment  would  check 
the  decline  in  the  cost  of  living  and  the  down- 
ward tendency  of  costs  in  the  other  industries, 
with  the  result  that  the  farmer  would  continue 
to  pay  high  prices  for  everything  he  bought. 
The  remedy  does  not  lie  that  way,  but  in  bring- 
ing the  prices  of  other  things  down  to  the  level 
of  farm  products.  When  a  bushel  of  wheat,  a 
bale  of  cotton  and  a  pound  of  pork  will  buy  as 
many  goods  in  the  stores  as  in  1919,  the  farmer 
will  be  able  to  resume  his  position  in  the 
trading  circle;  not  before. 

More  Than  a  Fanner's  Problem. 

Let  nobody  think  this  is  the  farmer's  prob- 
lem, exclusively  or  chiefly.  The  merchant,  the 
manufacturer,  the  wage  earner  of  every  factory 
town,  is  directly  interested  in  it,  and  has  a  part 
to  perform.  There  will  be  no  general  resump- 
tion of  business  until  the  industries  are  back 
in  balance.  Manufacturers  need  not  assure 
themselves  that  when  present  stocks  are  ex- 
hausted, orders  will  come  and  the  industries 
will  revive.  There  may  be  spurts  of  revival, 
but  they  will  be  false  starts  until  the  balance 
is  restored.  Wage-earners  will  be  mistaken  if 
they  think  that  the  matter  of  wages  is  wholly 
between  themselves  and  their  employers ;  the 
goods  cannot  be  distributed  unless  prices  are 
within  reach  of  the  great  mass  of  the  popula- 
tion. 

The  effect  will  be  the  same  if  the  wage-earn- 
ers are  not  fairly  treated.  They  should  not  be 
asked  to  take  lower  money-wages  unless  re- 
tail prices  come  down,  so  that  the  reduced 
wages  will  have  about  the  same  purchasing 
power.  The  problem  is  to  maintain  stable  re- 
lations between  all  the  factors  in  industry. 
Public  opinion  should  call  upon  each  to  do  his 
fair  part. 

Everybody  must  get  away  from  the  idea 
that  wages  and  prices  are  fixed  by  arbitrary 
decrees,  or  by  agreements  between  employers 
and  employes.    Most  of  our  troubles  are  due 


to  these  superficial  assumptions.  The  truth  is 
that  there  are  great  economic  laws  which  hold 
society  together,  and  fix  the  relations  between 
classes  and  interests  beyond  the  power  of 
agreements  or  legislation  to  change  them.  The 
power  to  create  confusion  and  to  delay  re- 
adjustment of  course  exists,  but  nobody  is 
likely  to  gain  anything  by  that  policy. 

Every  Industry  Should  do  its  Part  in  Readjustment. 

There  are  great  industries,  dealing  with  the 
farmers,  which,  are  taking  the  position  that 
they  are  unable  to  reduce  their  costs  and  there- 
fore cannot  see  their  way  to  reduce  their  selling 
prices.  If  this  is  because  they  dislike  to  pro- 
pose wage  reductions  to  their  employees,  it  is 
a  mistaken  view,  for  they  cannot  hope  to  give 
full  employment  unless  they  can  maintain 
sales.  The  employes  are  entitled  to  know 
this,  and  probably  know  it  already.  If  it  is 
because  they  have  large  inventories  of  high 
cost  supplies  upon  which,  they  do  not  want 
to  take  losses,  they  are  in  the  same  position 
as  the  farmer  who  must  sell  a  high-cost  crop 
on  a  low-price  market.  It  must  be  said  to  them 
as  is  said  to  the  farmer,  that  it  is  not  past 
costs  but  future  costs  that  must  govern  prices 
now.  Replacement  costs  are  the  ones  to  be 
considered.  What  can  a  new  competitor  in  the 
field,  who  starts  with  a  new  stock,  or  with  ma- 
terials bought  at  the  new  price  level,  afford  to 
do?  What  can  each  man  afford  to  do  as  his 
part  of  getting  industry  back  to  settled,  nor- 
mal conditions? 

The  time  has  come  for  a  new  study  of  costs. 
We  have  suddenly  come  back  to  the  old  situ- 
ation, where  the  producer  does  not  name  his 
price,  but  learns  the  price  at  which  the  market 
will  take  it,  and  sets  himself  to  the  task  of 
supplying  it  at  that  figure  and  at  a  profit. 
While  the  terms  are  not  as  easy  and  agreeable 
as  those  that  have  been  prevailing  in  recent 
years,  they  are  more  conducive  to  economy, 
good  management  and  progress  in  industry. 

Prospects  for  Recovery. 

The  answer  to  the  question,  when  will  re- 
covery come,  is  that  it  will  come  when  every- 
body gets  ready  to  do  his  part  in  the  read- 
justment. When  everybody  gets  over  think- 
ing that  he  can  enjoy  low  prices  at  the  expense 
of  others  and  high  wages  or  high  prices  for 
himself,  the  situation  will  begin  to  improve. 
But  the  economic  law  will  not  be  deceived 
or  trifled  with.  The  situation  is  going  to  mark 
time  until  there  is  general  recognition  of  the 
fundamental  condition  of  prosperity ;  industry 
must  be  brought  into  balance. 

We  would  repeat  that  the  greatest  opportun- 
ity for  starting  industrial  activity  is  in  con- 
struction work,  and  particularly  in  housebuild- 
ing.   Every  city  and  town  needs  houses,  but 


here,  as  everywhere,  the  essential  condition  is 
faced.  Costs  must  come  down  far  enough  to 
protect  the  investment.  People  will  not  build 
houses,  any  more  than  they  will  make  goods, 
or  grow  crops,  unless  costs  come  do>vn  to  a 
point  where  they  believe  the  product  will  be 
worth  what  they  have  expended  upon  it.  If 
they  think  houses  will  be  cheaper  to  build  next 
year  than  this  year  they  will  not  build  this 
year.  Periods  of  depression  last  until  such 
questions  are  settled.  When  there  is  a  con- 
census of  opinion  that  prices  have  fallen  about 
as  low  as  they  will  fall,  and  when  in  each  in- 
dustry they  seem  to  be  in  line  with  prevailing 
prices  in  other  industries,  conditions  are  right 
for  the  forward  movement.  When  the  forward 
movement  is  started,  a  general  advance  is  like- 
ly to  take  place  as  sentiment  changes  and  de- 
mand in  all  lines  improves,  but  the  general  de- 
cline is  necessary  to  restore  confidence. 

It  is  important  to  avoid  both  over-confidence 
and  undue  pessimism.  The  country  is  going 
to  recover  and  go  ahead  as  in  the  past,  but  it 
will  recover  far  more  rapidly  if  everybody 
understands  the  necessary  conditions. 

Unemployment  can  be  quickly  overcome  if 
the  country  will  go  ahead  with  the  great 
amount  of  construction  work  that  is  needing 
to  be  done.  We  have  it  on  the  authority  of  the 
Bureau  of  Public  Roads,  Department  of  Agri- 
culture, Washington,  D.  C,  that  there  have 
been  recently  voted  $540,000,000  of  State  High-, 
way  bonds  and  $360,000,000  of  County  High- 
way bonds  in  the  whole  country.  This  $900,- 
000,000  worth  of  work  will  all  be  expended  for 
labor,  and  will  be  available  as  soon  as  the 
bonds  can  be  sold.  The  amount  of  railroad 
work  needing  to  be  done  is  far  in  excess  of 
that.  Then  there  is  the  need  for  house-build- 
ing, the  opportunity  for  power-development 
under  the  new  Federal  act,  and  a  great  variety 
of  construction  required  to  make  good  the  defi- 
cit in  such  improvements  during  the  war.  But 
nobody  need  imagine  that  this  work  will  go 
ahead  upon  the  present  level  of  costs. 
Current  Business  Affairs. 

Retail  trade  has  held  up  very  well,  in  view 
of  conditions,  holiday  business  being  good. 
Bank  payments  for  the  week  ended  December 
22  were  less  than  5  per  cent  below  those  of  cor- 
responding week  last  year,  when  the  price  level 
was  higher. 

Bradstreet's  report  of  business  failures  shows 
1,085  in  November,  with  liabilities  of  $iO,- 
751,000,  against  420  in  that  month  of  1919,  with 
liabilities  of  $8,560,000.  Dun  makes  a  similar 
report,  showing  largest  liabilities  in  recent 
years.  The  number  of  insolvencies,  however, 
is  not  surprising  or  alarming,  in  view  of  the 
great  decline  of  values.  The  business  com- 
munity is  standing  the  strain  remarkably  well. 
The  next  few  weeks  will  be  cleaning-up  time, 
and  a  good  many  weak  houses  will  probably 


have  to  liquidate,  but  it  is  believed  that  noth- 
ing of  great  importance  will  develop. 

The  stock  market  passed  through  another 
period  of  liquidation  in  December,  influenced 
by  pessimistic  views  of  the  business  situation 
and  of  corporation  earnings.  As  a  general 
thing  quotations  are  very  low,  as  compared 
with  invested  values  and  past  earning  power, 
and  at  the  close  of  the  month  there  were  evi- 
dences of  investment  buying.  With  the  inter- 
est rates  ruling  of  late,  and  which  seem  not 
likely  to  be  increased,  there  seems  to  be  no 
reason  why  the  market  should  go  lower.  The 
general  credit  situation  is  discussed  elsewhere. 

Situation  of  the  Railroads. 

Railroad  shares  have  lost  practically  all  that 
they  gained  in  the  market  from  the  passage  of 
the  Esch-Cummins  act  and  the  advance  of 
charges.  This  reaction,  however,  seems  to  be 
in  sympathy  with  general  sentiment,  and 
prompted  by  fear  of  declining  traffic,  rather 
than  by  a  view  of  permanent  conditions.  Earn- 
ings are  not  up  to  the  6  per  cent  contemplated 
by  the  new  law,  but  they  are  adversely  affected 
by  the  refusal  of  state  authorities  to  bring  intra- 
state rates  into  line,  and  this  will  be  overcome 
eventually  by  Federal  authority.  Important 
economies  will  be  gradually  accomplished,  as 
the  managers  get  operating  expenses  more 
fully  in  hand.  Coal  is  one  of  the  chief  items 
of  expense,  and  this  is  in  the  way  of  some  re- 
duction, while  supplies  generally  will  be 
cheaper  with  the  fall  of  prices. 

The  worst  thing  done  to  the  railroads  by 
government  management  was  the  standard- 
ization and  regulation  of  the  pay  of  em- 
ployes. All  roads  over  the  country  were 
brought  to  the  same  rates.  Wage  rates 
in  other  industries  are  not  the  same  over 
the  entire  country,  nor  are  the  costs  of  liv- 
ing the  same.  President  Todd,  of  the  Bengor 
&  Aroostook,  a  local  road  in  Maine,  upon 
which  w^ages  corresponded  with  pay  in  other 
industries  of  that  locality,  stated  recently  that 
its  payroll  at  present  showed  an  increase  of 
189.72  per  cent  over  1914.  Even  worse  than 
the  standardization  of  rates  was  the  placing 
of  all  railroad  shops  on  a  straight  time-work 
basis,  completing  the  wage-system  to  the  gov- 
ernment model.  Of  course,  efficiency  has  fall- 
en off,  and  the  cost  of  shop  work  has  increased 
until  the  companies  are  having  as  much  of 
their  work  as  possible  done  in  private  shops, 
and  saving  money  by  it.  If  any  one  condition  is 
more  essential  than  another  to  efficiency  and 
progress  in  industry,  it  is  that  pay  shall  be 
based  as  closely  as  possible  upon  work  done. 

Since  the  troubles  with  labor  have  been  set- 
tled the  railroads  have  fully  vindicated  the 
action  taken  in  returning  them  to  the  owners, 
having  handled  more  traffic  than  in  any  previ- 
ous period  of  their  history. 
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The  coal  situation  is  rapidly  improving, 
owing  to  better  car  service  with  resulting  in- 
crease of  production  and  some  diminution  in 
industrial  consumption.  As  the  available  sup- 
ply becomes  adequate,  prices  of  course  become 
normal,  as  with  everything  else.  Proclama- 
tions against  profiteers  and  price  regulations 
are  of  small  consequence  so  long  as  there  is  not 
coal  enough  to  go  around  and  competitors  are 
determined  to  outbid  each  other  for  the  scanty 
supply.  More  words  and  paper  have  been 
wasted  in  trying  to  prove  the  contrary  than  on 
any  other  simple  economic  proposition.  There 
is  no  remedy  for  high  prices  like  greater  pro- 
duction. 

Construction  Work. 

Construction  work  of  all  kinds  has  slack- 
ened, influenced  by  the  belief  that  costs  will 
decline.  The  demand  for  lumber  is  very 
quiet,  and  substantial  reductions  have  been 
made  in  wholesale  prices.  Reports  from 
the  South  say  that  many  mills  have  closed 
down  and  the  remainder  are  running  generally 
on  half  time.  The  only  branch  of  the  timber 
industry  said  to  be  active  is  railway  ties,  which 
are  wanted  for  replacements.  Wage  rates  are 
being  lowered.  The  West  Coast  timber  and 
lumber  industry  is  very  dull  and  prices  have 
fallen  off  sharply.  The  increase  of  rail  freight 
charges  is  making  it  more  difficult  for  Pacific 
Coast  producers  to  reach  their  eastern  mar- 
kets. 

The  hardwood  markets  are  affected  not  only 
by  falling  off  in  construction  but  by  dull  trade 
prospects  for  automobiles,  farming  imple- 
ments, furniture,  vehicles,  musical  instruments, 
etc.  Hopes  have  been  entertained  about  the 
export  trade,  and  from  the  Memphis  district 
there  is  talk  of  the  placing  of  a  very  large 
order  (50,000,000  feet),  but  the  exchange  situ- 
ation presents  a  serious  obstacle.  Prices  have 
fallen  as  low  as  they  can  go  without  a  reduc- 
tion of  costs,  and  most  of  the  hardwood  mills 
are  closed. 

The  railroads  have  not  been  ordering  equip- 
ment at  the  rate  expected  of  them  when  they 
were  granted  their  rate  increases,  but  the 
credit  situation  has  been  unfavorable  and  they 
are  indisposed  to  increase  their  capital  invest- 
ments at  the  present  level  of  costs. 

The  iron  and  steel  industry  has  been  slack- 
ening rapidly  in  the  last  month,  and  war  wage 
rates  are  being  slashed  about  20  per  cent  by 
the  independent  companies,  although  the 
United  States  Steel  Corporation  has  made  no 
announcement  as  yet. 

Credit  Conditions. 


Money  rates  have  not  varied  much  in  the  last 
month.  The  amount  of  money  loaned  in  the 
call  market  has  been  very  much  reduced  in  the 
past  year,  but  the  amount  available  has  met 


the  demand  of  late  at  about  7  per  cent,  drop- 
ping occasionally  to  6  per  cent.  Time  money 
upon  collateral  security  has  been  slightly  eas- 
ier, commercial  loans  about  the  same. 

The  general  credit  situation  has  changed  but 
slightly  upon  the  surface.  The  earning  assets 
of  the  Federal  Reserve  banks  aggregated  $3,- 
333,792,000  in  the  first  statement  of  the  month 
and  $3,281,039,000  on  the  24th.  Corresponding 
to  the  latter  last  year,  the  amount  was  $3,080,- 
495,000.  The  New  York  Reserve  bank  had 
earning  assets  on  December  34  of  $1,081,219,- 
7G9,  and  in  the  corresponding  week  of  last 
year,  $1,048,160,000. 

Although  the  totals  vary  so  little,  a  great 
shift  of  funds  has  been  going  on  in  the  last 
six  months.  A  very  considerable  amount  of 
liquidation  has  been  going  on  in  the  eastern 
territory  and  in  the  commercial  centers  of  the 
whole  country.  Merchants  have  been  selling 
down  their  stocks  and  buying  only  as  neces- 
sary; the  industries  have  been  slowing  down 
and  avoiding  the  purchase  of  materials.  But 
the  credit  released  in  these  quarters  has  been 
transferred  to  the  agricultural  districts.  The 
up-state  banks  of  the  New  York  district  have 
reduced  their  borrowings  of  the  Reserve  banks, 
and  the  number  of  them  now  borrowing  is 
much  less  than  last  May,  but  the  New  York 
city  banks  have  increased  their  borrowings,  to 
to  be  able  to  assist  their  bank  correspondents 
of  the  West  and  South  who  have  been  hard- 
pressed  by  their  farmer  patrons. 

Services  of  the  Reserve  System  to  Agriculture. 

It  is  strange  how  persistent  is  the  idea  that 
the  banking  system  has  not  served  the  wants 
of  the  farmer,  although  in  every  part  of  the 
country  it  has  been  straining  itself  in  his  be- 
half. We  gave  last  month  a  showing  of  the 
loans  of  the  Reserve  bank  of  Chicago  in  the 
state  of  Iowa.  Senator  Carter  Glass,  formerly 
Secretary  of  the  Treasury,  during  a  discussion 
in  the  Senate  on  December  13,  set  forth  the 
increase  of  re-discounts  in  the  districts 
where  the  agricultural  interests  are  dominant, 
as  follows: 

ThlB  talk  about  the  drastic  curtailment  of  credit 
and  the  contraction  of  credits  and  currency  has  no 
foundation  in  f.act.  Let  us  see  what  are  the  facts  as 
opposed  to  the  theories. 

The  Richmond  Federal  Reserve  Bank.  Is  so  far  ex- 
tended in  Us  credits  as  that  It,  as  other  banks  In  the 
agricultural  rccions,  had  to  avail  itself  of  that  pro- 
vl.iion  in  the  law  which  permits  one  Federal  Reserve 
bank  to  rediscount  its  paper  with  other  Federal  Re- 
serve banks.  Whereas  the  Richmond  bank  had  out- 
standing rediscounts  to  the  extent  of  J99, 000,000  on 
November  20  of  last  year,  this  year  it  has  redis- 
counts amounting  to  $122,000,000.  There  is  an  ex- 
pansion of  credit  to  the  extent  of  $23,000,000. 

Take  the  St.  Louis  Federal  Reserve  bank,  respond- 
ing to  the  requirements  of  that  other  great  tobacco- 
growing  section  of  Kentucky,  with  a  branch  in  Louis- 
ville. There  has  been  no  contraction  of  credits  or  of 
currency  In  the  St.  Louis  district.  On  the  20th  of 
November  of  last  year  Its  rediscounts  amounted  to 


•ometblnc  like  t(4.000.000:  on  the  20th  of  November 
o(  thla  ytAT  they  amounted  to  flS4,000.000,  an  osces* 
of  oredlta  over  laat  yev  of  fTO.000,000. 

Take  the  Atlanta  bank,  aiiuaied  in  the  cotton  belt, 
and  let  ua  see  If  there  ha*  been  any  draatic  curtail- 
ment of  credita  or  currency  there.  The  Atlanta  bank 
bad  loaned  in  November  of  last  year  1108,000.000;  in 
NovrmbiT  of  thla  year  $180,000,000,  an  Increaae  of 
f 7  .'.000.000,  or  80%  In  the  ezpanaion  of  credit. 

Take  the  Federal  Reserve  Bank  of  Dallas,  in  the 
cotton  belt.  Last  year  It  was  redlscountlns  $44,000,- 
000.  On  the  }0th  of  November  this  year,  it  was  re- 
diacounllns  $104,000,000,  more  than  100%  expansion 
and  not  one  dollar  of  contraction. 

Take  the  Federal  Re8er\e  Bank  at  Chicago,  in  the 
great  cattle  and  grain  growing  region  of  the  country, 
lu  rediscounts  last  year  were  $284,000,000,  and  iu  re- 
discounts of  the  ^Oth  of  November  of  this  year  were 
$4&&.000.000,  an  increase  of  $2l>l,000,000. 

At  Minneapolis,  in  the  grain-growing  and  flour  sec- 
tion of  the  country,  the  rediscounts  advanced  from 
$54,000,000  last  year  to  $112,000,000  this  year,  an  In- 
crease of  over  100%,  an  increase  of  $88,000,000. 

And  so  on,  down  the  Hat.  The  Bank  at  Kansas 
City  on  November  20  of  last  year  had  rediscounts 
amounting  to  $98,000,000  and  on  the  20th  of  Novem- 
ber of  this  year  it  had  rediscounu  amounting  to 
$146,000,000,  an  Increase  of  $48,000,000. 

At  San  Francisco  the  rediscounu  last  year  on  No- 
vember 20  were  $93,000,000,  and  this  year,  on  Novem- 
ber 20  were  $1&4.000,000.  There  has  been  no  drastic 
curtailment  of  credits  or  of  currency  there. 

Loans  to  Farmers. 

Senator  Gronna,  Chairman  of  the  Senate 
Committee  on  Agriculture  recently  addressed 
a  letter  to  Governor  Harding  of  the  Federal 
Reserve  Board,  asking  for  specific  information 
as  to  loans  to  farmers.  The  latter  replied  set- 
ting forth  that  it  was  impossible,  with  any  de- 
gree of  accuracy,  to  distinguish  among  re-dis- 
counts and  loans  to  member  banks,  between 
those  which  represented  aid  to  farmers  and 
those  for  other  purposes.  When  a  member 
bank  borrows  on  government  bonds  the  loan 
may  not  be  for  the  purpose  of  buying  the 
bonds ;  more  likely  it  is  for  the  purpose  of  mak- 
ing loans  to  its  customers,  and  they  may  be 
farmers  or  of  other  pursuits.  Governor  Hard- 
ing's reply,  however,  showed  that  comparing 
the  amounts  of  strictly  agricultural  and  live 
stock  paper,  as  classified  by  the  Federal  Re- 
serve Act,  having  more  than  90  days  to  run, 
the  loans  rediscounted  by  the  Federal  Reserve 
banks  in  the  full  year  1919,  aggregated  $729,- 
266,000,  and  for  eleven  months  of  1920,  to  De 
cember  1.  aggregated  $1,980,063,000. 

Governor  Harding  stated  that  these  figures 
were  far  from  showing  the  total  loans  to  farm- 
ers or  that  were  of  assistance  to  farmers.  A 
member  bank  may  re-discount  commercial 
paper  and  lend  the  proceeds  direct  to  farmers, 
or  it  may  lend  to  merchants,  implement  deal- 
ers and  other  business  men,  to  enable  them  to 
carry  farmers'  obligations  instead  of  forcing 
collections.  The  increase  in  the  aggregate  of 
loans  in  territory  where  agriculture  is  the  chief 
industry,  is  the  best  indication  of  banking  ser- 
vice to  that  interest.  Even  that  is  incomplete 
however,  as  the  New  York  Reserve  bank  is 
not  reported  as  having  made  any  loans  for 
agricultural   purposes,   although   it   has   been 


lending  heavily  to  the  member  banks  of  New 
York  City,  who  have  been  thereby  enabled  to 
lend  to  correspondent  banks  in  agricultural 
sections. 

The  Shrinkage  of  Deposits. 

One  fact  which  is  commonly  overlooked  in 
criticising  the  member  banks  for  asking  the  re- 
duction of  loans,  is  the  reduction  of  deposits 
that  has  taken  place.  The  same  reasons  which 
have  been  prompting  people  to  borrow  of  late 
have  also  caused  them  to  draw  down  their  de- 
posits. They  have  current  bills  to  pay,  and 
must  sell  something,  check  against  money  in 
bank,  or  borrow.  Some  of  the  leading  agricul- 
tural states  apparently  have  not  been  selling 
products  enough  to  pay  for  their  current  pur- 
chases outside.  As  a  result  the  banks  have 
been  steadily  losing  deposits,  which  of  course 
curtails  their  lending  power,  and  to  avoid 
forcing  the  collection  of  their  loans  they  have 
been  borrowing  of  the  Reserve  banks  and  cor- 
respondent banks  outside. 

The  lending  power  of  a  bank  is  mainly  in  its 
deposits.  Nobody  would  expect  a  bank  of 
$500,000  deposits  to  lend  as  much  as  a  bank 
of  $1,000,000  deposits,  but  there  are  hundreds 
of  banks  that  have  lost  from  25  to  50  per  cent 
of  their  deposits  in  the  last  six  months,  and 
people  think  they  ought  to  lend  as  much  money 
as  before. 

The  Proper  Function  of  a  Bank. 

A  bank  of  itself  does  not  create  wealth.  It 
is  not  an  industry ;  it  does  not  carry  on  produc- 
tion, and  it  cannot  of  itself  supply  wealth  to 
the  community.  It  is  a  receptacle,  a  reservoir 
of  the  floating,  liquid,  wealth  of  the  commun- 
ity. Its  function  is  to  aid  production  and  trade 
by  making  this  floating  wealth  more  available 
and  more  useful  than  it  could  be  without-being 
gathered  together.  It  is  an  agency  for  the 
more  efficient  use  and  handling  of  the  com- 
munity's wealth,  but  not  for  making  wealth  by 
any  magical  method,  such  as  the  printing  press 
affords,  or  by  creating  deposits  through  loans. 
It  is  important  to  keep  this  in  mind,  because 
whenever  people  begin  to  complain  that  the 
banks  or  the  government  should  make  money 
easy  it  is  time  to  utter  a  warning. 

Sound  banking  requires  that  somebody  shall 
put  a  dollar  of  wealth  into  the  bank  for  every 
dollar  that  the  bank  loans  out,  and  when  we 
speak  of  wealth  we  include  the  paper  repre- 
sentatives of  the  liquid  wealth  which  is  mov- 
ing in  trade.  The  wheat,  meats,  cotton,  lum- 
ber, coal,  and  merchandise  of  all  kinds  that  are 
being  transferred  are  creating  and  depleting 
bank  deposits  as  they  move.  It  is  through 
them  that  pools  of  deposits  or  lending  power, 
are  created.  When  prices  rise  the  deposits  are 
increased  and  as  prices  fall  they  are  decreased. 
These  funds  are  the  basis  of  the  banking  busi- 
ness.   Deposits  that  arise  in  this  way  represent 
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real,  values  which  may  be  loaned  and  shifted 
about  with  safety.  Remember  all  the  time 
that  if  you  want  the  banking  business  to  be 
kept  on  a  safe  basis  it  must  confine  itself  tj 
funds  of  this  character,  received  from  the 
public.  Whenever  the  banks  begin  to  create 
deposits,  or  money,  by  manufacturing  credit, 
they  are  dealing  in  something  unsubstantial, 
fictitious,  and  charged  with  possibilities  of  mis- 
chief. 

Function  of  the  Reserve  System. 

Now,  bearing  in  mind  the  sound  rule  of 
banking,  that  a  bank  shall  deal  only  with  the 
funds  deposited  in  its  keeping,  it  is  evident 
that  while  one  bank  may  be  fully  loaned  up. 
another  may  have  a  surplus,  and  the  first  bank 
may  borrow  temporarily  of  the  second.  The 
situation  is  no  different  from  what  it  would  be 
if  the  two  banks  were  consolidated.  This  prin- 
ciple is  the  basis  of  our  reserve  system.  A 
greater  degree  of  flexibility  is  given  to  the 
banking  system,  by  the  consolidation  of  re- 
serves, and  the  service  to  the  public  is  better. 
But  it  never  was  intended  that  the  reserve 
system  would  violate  the  fundamental  principle 
of  banking,  that  the  public  itsejf  should  supply 
the  loanable  funds.  The  reserve  banks  were 
intended  to  do  for  all  the  member  banks  what 
each  of  the  latter  banks  do  for  the  community 
in  which  it  is  located. 

Under  the  old  system,  where  each  bank  stood 
alone,  a  run  on  one  for  cash  might  easily  close 
it,  and  thus  spread  a  panic.  The  reserve  bank 
was  intended  to  serve  as  a  protection  against 
panics  in  the  same  way  that  a  reservoir  of 
water  serves  as  better  protection  for  a  town 
against  fire  than  a  cistern  in  each  house. 

In  addition  to  being  simply  a  depository, 
however,  the  reserve  bank  is  authorized  to  is- 
sue currency.  This  was  not  intended  as  an 
independent  means  of  creating  credit,  but  for 
the  purpose  of  giving  greater  facility  in  han- 
dling deposit-  There  is  no  fundamental  dif- 
ference, from  the  standpoint  of  a  bank,  be- 
tween a  deposit-liability  and  a  note-liability, 
and  the  note-issuing  power  provides  a  means 
by  which  deposits  can  be  converted  into  cur- 
rency. It  is  a  means  of  protection  to  the  banks. 

Limited  Powers  of  Banking. 

When  it  is  understood  that  the  banks  are 
properly  restricted  in  their  loans  to  the  amount 
of  liquid  credits  which  the  public  deposits  with 
them,  vague  criticism  because  they  do  not 
supply  credit  indefinitely  will  cease.  The  banks 
in  one  section  can  be  helped  out  by  banks  else- 
where who  have  a  surplus,  but  they  cannot 
manufacture  credit  without  entering  upon  dan- 
gerous policies,  nor  should  the  funds  so  ad- 
vanced be  tied  up  in  such  manner  that  they 
cannot  be  recalled  for  use  in  handling  the  cur- 
rent trade  where  they  belong.    A  banker  of 


an  important  Western  market  city,  who  had 
made  loans  freely  to  local  bankers  in  neighbor- 
ing territory,  recently  sent  out  a  letter  asking 
that  the  loans  be  repaid  in  part,  as  they  were 
needed  in  carrying  on  the  industries  and  com- 
merce of  that  city,  which  in  turn  was  an  essen- 
tial factor  in  marketing  the  crops  of  the  ter- 
ritory'. This  letter  was  criticised  as  a  reve- 
lation of  hostility  toward  the  country  dis- 
tricts, and  favoritism  toward  the  city  indus- 
tries, a  construction  wholly  unjustified.  A 
banker  is  under  obligations  to  the  customers 
who  provide  the  funds  in  his  custody,  and 
to  make  the  most  equitable  and  helpful 
distribution  in  his  power,  but  it  is  a  mistake  to 
suppose  that  he  has  the  power  to  grant  credit 
at  will.  He  can  dispose  of  what  the  community 
puts  in  his  hands,  so  long  as  the  owners  leave 
it  with  him,  and  he  may  to  some  extent  borrow 
for  them,  but  there  his  power  ends.  Each 
community  in  the  long  run,  and  for  the  larger 
part,  must  supply  its  own  banking  funds  by 
means  of  its  production  and  savings.  It  can- 
not expect  to  withhold  its  products  from  mar- 
ket for  an  indefinite  time  and  go  on  buying 
things  by  means  of  outside  help. 

Slow  Liquidation. 

The  situation  does  not  indicate  easy  money 
in  the  near  future.  The  amount  of  bank  credit 
outstanding  is  very  large,  and  with  low  prices 
for  products  it  will  be  necessarily  slow  of  re- 
tirement. The  country  will  have  to  adjust  it- 
self to  the  fact  that  during  the  period  of  boom- 
ing times  a  great  amount  of  credit  was  tied 
up,  and  that  many  banks  will  be  in  a  somewhat 
unliquid  condition  for  a  long  time.  It  would 
be  a  dangerous  position  but  for  the  Federal 
Reserve  banks,  but  the  real  wealth  and  recup- 
erative powers  of  the  country  are  so  great  that 
the  frozen  credits  are  not  great  relatively,  and 
will  be  only  a  matter  of  temporary  embarrass- 
ment. They  do  signify,  however,  that  a  great 
many  people  will  curtail  their  expenditures 
in  order  to  pay  this  indebtedness,  and  that 
trade  will  be  more  or  less  affected  while 
the  process  is  going  on.  We  have  entered 
upon  an  economizing,  cleaning-up,  period.  In- 
terest rates  are  not  going  to  decline  much  until 
the  member  banks  are  well  out  of  the  Reserve 
banks,  and  rumors  that  the  latter  are  about  to 
reduce  their  interest  may  be  put  down  as  high- 
ly improbable. 

Agricultural  Conditions. 

The  government's  December  report  on  the 
cotton  crop  raised  the  estimate  to  12,987,000 
bales,  and  the  actual  ginnings  to  December  1 
were  10.144,921  bales. 

The  1919  crop  was  11,420.763  bales.  These 
figures  are  without  linters,  which  are  a  product 
obtained  from  the  seed  by  the  crushing  mills. 


Mr.  Hester,  Secretary  of  the  New  Orleans  Cot- 
ton Exchange,  estimates  the  carry-over  on 
August  1,  1920,  at  5,086,000  bales. 

The  government's  estimate  was  higher  than 
expected  and  influenced  prices  unfavorably,  the 
decline  during  the  month  being  about  2  cents 
per  pound.  The  principal  cause  has  been  the 
low  state  of  the  cotton  goods  trade  over  the 
world.  The  Lancashire  mills  operating  on  cot- 
ton have  been  running  only  24  hours  per  week 
during  December,  and  the  situation  on  the 
continent  has  been  no  better.  The  Bureau  of 
Markets,  Department  of  Agriculture,  reports 
the  result  of  an  inquiry  into  the  cotton  goods 
industry  in  Germany,  the  result  of  which  was 
not  very  encouraging.  Pre-war  consumption 
of  cotton  was  about  1,800,000  bales,  and  loss  of 
Alsace-Lorraine  reduces  capacity  about  13  per 
cent.  This,  of  course,  does  not  signify  an 
actual  reduction  of  demand.  The  industry  now 
works  8  hours  instead  of  10,  and  the  maximum 
capacity  is  estimated  at  1,200,000  bales.  The 
purchasing  power  of  the  home  market  is  low, 
export  business  has  not  been  recovered,  there 
is  a  shortage  of  fuel,  and  "it  is  not  safe  to  esti- 
mate that,  even  with  American  credits,  the 
maximum  consumption  can  be  over  700,000 
bales." 

Move  to  Curtail  Acreage. 

The  movement  for  a  curtailment  of  acreage 
for  the  next  crop  is  being  pressed  actively, 
even  to  the  extent  of  calling  upon  bankers  to 
withhold  credit  from  farmers  who  refuse  to 
cut  their  planting  by  50  per  cent.  If  the  cost 
of  growing  the  cotton  crop  does  not  decline  to 
correspond  with  the  price  the  acreage  no  doubt 
will  be  naturally  reduced,  without  any  such 
arbitrary  measures.  No  doubt  costs  will  de- 
cline, and  the  entire  business  community 
should  interest  itself  in  havmg  them  reduced. 
It  is  to  be  considered  that  most  of  the  carry- 
over in  years  since  1914  has  been  due  to  the 
16,000,000  bale  crop  of  that  year,  and  that  since 
then  production  and  consumption  have  been 
fairly  well  balanced,  notwithstanding  the  iso- 
lation of  central  and  eastern  Europe.  A 
considerable  portion  of  the  carry-over  is  of 
poor  quality.  Finally,  the  great  variation  in 
yield  is  illustrated  by  the  crop  of  this  year, 
which  in  June  was  not  expected  to  make  over 
10,000,000  bales.  If  the  acreage  should  be 
halved  and  the  crop  be  light,  supplies  would 
be  inadequate,  and  the  consuming  public  is  not 
going  to  be  in  position  to  pay  extremely  high 
prices.  It  will  go  without  in  preference.  One 
of  these  years  the  demand  is  going  to  come 
back,  and  the  people  who  are  ready  to  supply 
it  will  be  well  rewarded. 

The  wool  markets  of  the  world  are  stagnant, 
and  the  auctions  both  of  wool  and  woolen 
goods  during  the  month  have  realized  lower 
prices.  A  purchase  of  between  two  and  three 
million  pounds  is  said  to  have  been  made  by  a 


large  worsted  mill  at  35  to  46  cents,  for  quar- 
ter to  three-eighths  blood,  clean  basis.  A  line 
of  South  Americans  is  reported  sold  at  20  to  21 
cents  in  grease,  which  would  have  brought 
60  cents  a  year  ago.  A  curious  divergence  of 
policy  within  the  British  empire  is  exhibited 
by  the  fact  that  while  the  Prime  Minister  of 
Australia  has  declared  that  even  in  their  need 
of  markets  they  will  not  sell  wool  to  Germany, 
while  the  government  of  the  Union  of  South 
Africa  has  sent  a  commissioner  to  Germany  to 
negotiate  for  the  sale  or  exchange  of  wool. 

Grains,  Live  Stock  and  Dairy  Products. 

The  market  for  all  the  grains  has  held  its 
own  or  improved  a  little  during  the  month. 
Wheat  has  fluctuated  nervously  with  the  re- 
ports of  export  purchases  and  of  sales  by  Ar- 
gentina and  Australia,  but  has  risen  from  the 
low,  about  $1.52  for  December  in  Chicago,  to 
around  $1.70.  Receipts  in  primary  markets, 
particularly  the  Southwest,  are  approaching 
more  nearly  to  normal,  but  cash  wheat  has 
commanded  liberal  premiums.  The  Chicago 
report  of  December  24  said : 

No.  2  red  on  track  here  sold  today  at  38  cents  over 
the  December,  an  advance  of  3  cents  over  the  pre- 
vious day's  nominal  finish,  and  the  best  premium 
on  the  crop. 

The  December  delivery  on  the  same  day  was 
10  cents  over  May,  which  shows  a  continued 
reluctance  to  own  wheat  toward  the  end  of  the 
crop  year. 

Bradstreet's  report  of  exports  of  wheat,  in- 
cluding flour,  from  the  United  States  and 
Canada  from  July  1  to  December  16  was  229,- 
456,372  bushels.  For  the  months,  July  to  Oc- 
tober, the  exports  of  wheat  and  flour  from  the 
United  States  alone  were  of  the  aggregate 
value  of  $409,.S93,332,  against  $194,115,327  in 
the  corresponding  months  of  1919. 

The  total  amount  of  wheat  available  for  ex- 
port from  the  United  States  and  Canada  for 
this  crop  vear  has  been  estimated  at  about 
400,000,000'  bushels,  but  the  greater  part  of 
what  has  gone  has  been  from  the  United 
States.  It  is  about  six  months  until  new  wheat 
becomes  available.  So  long  as  there  is  free 
movement  of  wheat  between  the  two  countries 
the  combined  stock  is  a  common  supply,  but 
if  we  should  sell  more  than  we  can  spare,  and 
a  duty  should  be  placed  on  importations,  of 
course  prices  in  this  country  would  be  violently 
affected.  This  is  the  possible  joker  in  the 
situation,  as  some  people  think  that  a  large 
share  of  our  remaining  stock  is  already  sold 
for  export. 

Live  stock  has  been  marketed  heavily  and 
values  have  given  way  further  during  the  past 
month.  Hogs  have  reached  the  lowest  figure 
since  the  spring  of  1916,  selling  in  Western 
markets  between  $9  and  $10.  This  market  im- 
proved a  little  in  the  last  half  of  the  month. 
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Cattle  were  in  lighter  supply,  but  the  offerings 
were  common,  and  the  bulk  have  been  going 
at  $8  to  $11  per  cwt.  Sheep  market  has  been 
erratic,  and  at  prices  of  1916. 

Butter  is  about  20  cents  per  pound  lower 
than  a  year  ago,  and  storage  supplies  are  com- 
ing out  at  a  loss  to  holders  of  about  10  cents 
per  pound.  Eggs  have  made  a  profit,  but 
owing  to  the  mild  weather  of  December  have 
declined  in  value.  Supplies  in  storage  are 
light  and  prices  may  go  higher. 

Remedies  for  Low  Prices. 

The  Congress  came  together  at  Washington 
with  a  very  keen  appreciation  of  the  losses 
suffered  by  the  farmer,  and  a  desire  to  do 
something  forthwith  for  his  relief.  This  spirit 
is  praiseworthy,  but  there  is  always  danger 
that  action  taken  under  the  spur  of  seeming 
necessity  may  be  injurious  rather  than  helpful. 

The  proposal  to  impose  new  tariff  duties 
upon  a  list  of  farm  products  apparently  has 
not  been  studied  in  all  effects.  The  advocates 
seem  to  have  thought  no  farther  than  that  as 
a  matter  of  course  it  was  not  desirable  to  have 
any  farm  products  brought  into  this  country, 
without  regard  to  our  general  trade  relations 
with  other  countries.  Canada  would  be  the 
country  probably  most  affected  by  such  action 
and  we  have  referred  to  the  Canadian  situation 
before.  In  the  first  ten  months  of  1920  our 
total  imports  from  Canada  amounted  to  $489,- 
187,000,  and  in  this  was  a  considerable  amount 
of  agricultural  products,  notably  wheat  and 
cattle.  Upon  these  the  legislators'  eves  are 
fixed,  to  the  exclusion  of  the  $841,193,000  of 
exports  from  this  country  to  Canada  in  the 
same  time.  Is  it  sensible  to  consider  the  $489,- 
000,000  of  imports  without  thinking  of  the 
$841,000,000  of  exports?  The  exports  are  large- 
ly factory  products,  probably  representing 
more  labor,  dollar  for  dollar,  than  the  imports, 
and  that  labor  consumes  agricultural  products. 
There  is  a  general  interest  in  keeping  that 
labor  employed  at  the  present  time- 

Furthermore,  we  are  exporters  of  wheat  and 
meat  products.  The  Canadian  wheat  and  cat- 
tle that  come  into  this  country  practically  go 
through  it  to  foreign  markets,  affording  some 
business  to  our  railroads,  flour  mills  and  pack- 
ing houses,  en  route.  If  we  close  these  routes 
they  will  reach  the  foreign  markets,  neverthe- 
less, and  affect  prices  there  and  here  practically 
as  they  do  now. 

Effect  Upon  Exchange  Rates. 

Our  exports  to  Canada  doubtless  would  be 
larger  than  they  are  but  for  the  adverse  ex- 
change rates,  which  have  been  adding  10  or 
12  per  cent  to  the  cost  of  our  goods  to  Can- 
adian buyers,  and  these  rates  have  been  due 
to  the  one-sided  state  of  trade.  It  is  difficult 
for  Canadians  to  find  the  means  of  making 


payments  in  the  United  States.  Excluding 
their  agricultural  products  will  make  it  more 
difficult  and  since  the  matter  has  been  agitated, 
and  probably  as  a  result  of  the  agitation, 
exchange  rates  on  points  in  the  United  States 
have  risen  in  Canada  to  a  premium  of  16  to  18 
per  cent. 

That  we  have  a  right  to  impose  any  import 
duties  we  please  is  true,  of  course,  but  there 
seem  to  be  the  strongest  reasons  for  believing 
that  our  own  interests  will  be  served  best  by 
intimate  trade  relations  with  Canada.  Mak- 
ing prohibitory  duties  is  a  game  that  two  can 
play  at,  but  in  which  neither  is  likely  to  make 
any  profit. 

We  have  a  promising  trade  developing  with 
Argentina,  but  already  the  news  of  this  pro- 
posed action  has  stimulated  a  demand  there  for 
retaliatory  measures.  Exchange  rates  have 
been  against  Argentina  also,  to  the  extent  of 
20  to  30  per  cent,  and  this  proposal  would 
have  the  effect  of  increasing  them.  Argentina 
cannot  buy  of  the  United  States  unless  she 
can  pay  in  her  own  products. 

Italy  is  wanting  to  buy  cotton  in  the  United 
States,  but  the  lire,  which  in  normal  times  ex- 
changes for  the  dollar  on  the  basis  of  19.3 
cents,  is  now  worth  only  about  31^  cents,  mak- 
ing purchases  almost  out  of  the  question.  One 
of  the  Italian  products  which  may  be  used  to 
create  credits  here  is  lemons,  but  this  bill  pro- 
poses to  raise  an  obstacle  to  lemons. 

Denmark  has  been  sending  some  butter  to 
this  market,  probably  a  temporary  movement, 
but  it  is  buying  corn  and  other  feed,  flour,  and 
cotton,  and  is  also  at  a  disadvantage  because 
buying  much  more  from  us  than  it  is  selling  to 
us,  and  paying  high  exchange  rates.  It  cannot 
buy  of  us  unless  it  can  use  its  products  in  pay- 
ment. 

Australia  is  sending  some  wool  here,  but 
last  month  we  gave  facts  showing  that  the 
balance  of  trade  in  our  favor  is  so  large  that  it 
has  almost  brought  trade  to  a  standstill. 

It  is  safe  to  say  that  every  feature  of  the 
measure  intended  to  help  one  domestic  in- 
dustry would  injure  some  other,  and  that  in 
most  cases  some  branch  of  agriculture  would 
suffer  directly. 

Is  it  worth  while  to  be  setting  up  tariffs  that 
injure  and  irritate  other  peoples,  and  provoke 
reprisals  against  our  products,  when  we  are 
selling  so  much  more  than  we  are  buying? 
Are  not  our  exports  as  well  as  our  imports  a 
subject  of  interest? 

Is  there  not  more  to  be  gained  by  stability 
of  trade  relations  than  by  spasmodic  efforts  to 
alter  conditions  in  our  favor?  Trade  relations 
and  industry  are  demoralized  at  best,  and  the 
confusion  is  likely  to  be  made  worse  if  all  na- 
tions create  disturbing  conditions..  When  a 
horse  gets  down  in  the  harness,  the  common 
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practice  is  to  free  him  and  let  him  find  his  feet 
m  his  own  way.  Trade  and  industry  the  world 
over  are  closely  related,  and  they  will  find  an 
equilibrium  and  a  general  state  of  prosperity 
sooner  by  being  let  alone  than  by  efforts  to  tie 
up  its  various  parts  and  prevent  natural  co- 
operation. 

War  Finance  Corporation,  Loam,  Etc. 

The  various  proposals  for  government  aid 
are  all  open  to  the  objection  that  the  Treasury 
is  in  a  very  decrepit  condition  in  dealing  with 
its  own  necessities.  It  is  obliged  to  come  into 
the  money  market  every  few  months  as  a  bor- 
rower, for  means  to  take  care  of  its  own  ma- 
turing obligations,  which  makes  it  little  less 
than  a  joke  to  talk  about  it  as  a  resource  for 
other  worthy  purposes.  Here,  for  instance  is 
the  suggestion  that  the  profits  accruing  to  the 
Treasury  from  the  Federal  Reserve  banks  be 
set  apart  as  a  fund  for  loans  to  cattle-raisers. 
Perhaps  something  more  ought  to  be  done  for 
the  cattle-growing  industry,  which  assuredly 
is  important  to  the  country,  but  just  how  are 
the  profits  of  the  reserve  banks  to  be  rescued 
from  the  Treasury  deficit?  It  is  a  good  deal 
like  trying  to  collect  an  income  tax  from  a  man 
who  has  had  $100,000  of  income  from  one 
source  and  lost  $200,000  elsewhere. 

It  may  be  well  to  revive  the  War  Finance 
Corporation ;  of  all  plans  proposed  this  lias  the 
greatest  possibility  of  results.  Not  much  was 
done  with  it  when  it  was  functioning,  because 
the  law  required  that  paper  should  come 
to  it  with  the  endorsement  of  a  bank,  and  com- 
mercial banks  could  not  properly  tie  them- 
selves up  in  long-time  liabilities.  The  Edge  act 
banks  might  find  it  helpful. 

Long  ago,  in  the  discussions  of  last  year,  we 
expressed  the  opinion  that  the  European  situ- 
ation was  too  big  for  small  means  or  agencies 
to  deal  with ;  in  other  words  that  it  required 
a  comprehensive  plan  and  a  co-ordination  of 
effort  that  hardly  could  be  obtained  without 
governmental  co-operation  of  some  kind.  The 
Financial  Conference  at  Brussels  laid  down 
certain  rules  which  should  be  made  the  basis 
of  international  credits,  and  the  League  of  Na- 
tions has  taken  action  looking  to  co-operation 
along  the  same  lines.  Countries  wishing  to 
borrow  should  put  their  houses  financially  in 
order,  providing  by  taxation  for  current  ex- 
penses, supervising  the  expenditure  of  funds 
provided  by  loans,  etc.  It  might  be  that  the 
War  Finance  Corporation  could  serve  a  useful 
purpose  as  representing  this  country  in  well 
ordered  arrangements  with  foreign  countries. 
Perhaps  its  securities  would  command  the 
most  favorable  market  in  this  country.  But 
in  all  considerations  of  the  subject  it  should 
be  kept  in  mind  that  whatever  credits  are 
granted  must  be  provided  by  appealing  to  the 


public  market.  The  Government  has  no  funds 
and  the  War  Finance  Corporation  has  no  funds, 
and  the  banks  have  no  funds,  except  as  they 
get  them  from  the  public. 

The  Farmer's  Position. 

The  farmer  has  had  a  hard  jolt,  and  it  is  no 
wonder  if  he  has  been  somewhat  disturbed.  He 
worked  hard  for  a  good  crop,  did  his  part  faith- 
fully, and  then  saw  the  value  of  it  largely  dis- 
appear before  he  could  get  it  to  market.  It 
seemed  to  him  that  he  was  getting  the  worst  of 
it,  and  as  he  has  thought  it  over  he  has  been 
inclined  to  think  that  he  always  has  had  the 
worst  of  it.  His  attitude  has  been  a  little 
belligerent  in  spots,  but  not  seriously  so. 
Everybody  is  entitled  to  a  little  latitude  of 
expression  under  such  conditions,  and  the 
farmer  has  not  abused  the  privilege.  Riotous 
actions  and  extravagant  utterances  are  not 
chargeable  to  the  great  body  of  farmers.  The 
latter  are  studying  the  situation  with  a  view 
to  constructive  policies,  but  they  are  going  on 
with  the  work  of  growing  crops.  Cotton  grow- 
ers are  planning  to  curtail  the  acreage,  and  no 
doubt  it  will  be  done  to  some  extent,  but  any 
plan  for  general  curtailment  of  crops  raises 
the  question  of  what  a  farmer  will  do  with  his 
land  and  how  he  will  make  a  living.  The  in- 
vestment is  too  great  to  stand  idle.  Of 
course  he  will  set  himself  rigorously  to  re- 
duce the  cost  of  the  next  crop.  With  the 
conditions  likely  to  prevail  in  the  industrial 
centers,  much  of  the  labor  which  has  left  the 
farms  in  recent  years  probably  will  be  going 
back,  and  perhaps  more  with  it,  and  at  terms 
within  the  farmer's  reach.  The  natural  law 
always  has  a  way  of  restoring  the  equilibrium 
when  it  has  been  disturbed,  and  the  people 
who  have  been  worrying  about  the  movement 
of  labor  to  the  cities  may  take  comfort  in  the 
demonstration  that  things  do  not  run  one  way 
all  the  time.  Nature's  ways  are  a  little  abrupt 
and  inconsiderate  at  times,  but  she  will  not 
be  denied. 

Nobody  Has  a  Monopoly  of  Trouble. 

When  the  farmer  is  disposed  to  think  that 
his  own  lot  is  the  worst  of  all,  he  will  do  well 
to  note  that  the  people  of  every  occupation 
are  in  the  habit  of  claiming  that  distinction. 
They  all  have  a  very  keen  sense  of  their  trou- 
bles. Fathers  as  a  rule  say  that  they  do  not 
want  their  sons  to  follow  in  their  trade  or  line 
of  business — almost  anything  else  will  be  pre- 
ferable. 

The  farmer  gets  so  much  bad  advice  and 
misinformation  that  it  would  be  strange  if  he 
did  not  ocasionally  get  erroneous  ideas ;  for 
instance,  the  theory  that  everybody  but  the 
farmer  can  fix  the  price  of  his  product;  that  it 
is  simply  cost,  plus  what  the  traffic  will  bear. 
Of  course  that  theory  is  not  within  speaking 
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distance  of  the  facts  in  ordinary  times.  The 
great  body  of  business  men  are  in  a  constant 
struggle  to  make  ends  meet — harassed  and  per- 
plexed by  uncertainties — and  many  fail  of  suc- 
cess. 

We  have  seen  recently  an  editorial  com- 
paring agriculture  with  the  oil  industry,  to 
show  how  much  more  certain  and  stable  were 
the  returns  of  the  latter  than  the  former — and 
it  was  not  an  attempt  at  satire!  If  any  thing 
has  been  typical  of  risky  adventures  it  has  been 
the  oil  industry.  As  in  gold  mining,  there  have 
been  enough  lucky  strikes  to  keep  thousands 
working  and  investing  without  returns.  Nor 
have  the  prices  of  oil  been  stabilized.  It 
is  only  five  or  six  years  since  the  developments 
in  Oklahoma  nearly  swamped  the  industry. 
The  phenomenal  development  of  the  internal 
combustion  engine  and  of  the  use  of  oil  as  fuel, 
with  high  prices  for  coal,  have  kept  demand 
up  to  supply  in  the  last  few  years. 

The  steel  industry  has  been  cited  also  as  an 
example  of  one  stabilized  upon  a  basis  of  cer- 
tain profits-  But  the  steel  industry  has  been 
notoriously  a  prince  or  a  pauper,  and  the  pres- 
ent price  of  steel  stocks  indicates  that  it  is 
not  expected  to  have  a  different  career  in  the 
future.  Even  if  prices  are  stabilized,  which 
except  within  limits  is  a  doubtful  policy,  it 
does  not  signify  that  profits  are  stabilized,  al- 
though a  prudent  management  may  withhold 
from  distribution  in  good  times  in  order  to 
continue  dividends  in  bad  times.  The  best 
class  of  farmers  accumulate  enough  fat  in  good 
years  to  go  through  the  bad  ones  comfortably. 

Farmer  Not  the  Only  Loser. 

If  the  farmer  will  take  a  look  over  security 
prices  he  will  disabuse  his  mind  of  the  idea  that 
he  alone  has  taken  losses  from  this  reaction, 
or  that  Wall  Street  is  the  gainer  by  it.  The 
shrinkage  of  values  suffered  by  rich  men  runs 
into  hundreds  of  millions  of  dollars,  and  they 
are  not  mere  paper  losses,  but  for  a  great  part 
losses  that  have  been  taken  under  forced  sales. 

Below  we  give  a  list  taken  in  alphabetical 
order  from  the  market  report,  of  some  of  the 
leading  corporations  of  this  country  in  various 
lines,  with  the  price  of  their  stocks  at  the  high- 
est point  in  1920  and  the  lowest  on  December 
28.  The  list  might  be  extended  to  include 
nearly  all  the  stocks  for  which  quotations  are 
available,  and  the  showing  would  be  similar. 
Wherever  these  stocks  have  been  in  use  as  col- 
lateral for  loans  at  anything  like  their  former 
value  of  course  loans  have  had  to  be  reduced 
or  more  security  supplied: 

High  Low 

1920  Dec.  28 

A11!«-Chalmers  Mfg.  63%  27% 

American  Beet  Sugar..^ 10314  37  V4 

American   Can   „ 61%  22% 

American  Cotton  Oil  _. „ 64%  16 

American   Express   _ 176  120 

American  Linseed  _ 96  44% 


American   Smelting  and   Refining  72  29% 

American  Sugar  Refining 142%  88% 

American  Tobacco  283  108% 

American    Woolen    165%  55% 

Anaconda  Copper  66%  30% 

Associated   Dry   Goods. 67%  18% 

Atlantic  Gulf  and  W.  I.  steamship  170%  93% 

Baldwin  Locomotive  148%  80% 

Bethlehem   Steel  96%  50% 

Central  Leather  104%  31% 

Chandler    Motor    164%  59% 

Chicago,    Mil.    &    St.    Paul   R.  R....  44%  25% 

Cuba  Cane  Sugar 59%  17% 

Endicott-Johnson   Shoe  Company  147  48 

Fisk  Rubber  48  10% 

General   Electric  172  117% 

General   Motors   42  13% 

Houston  Oil  116%  60% 

International   Mercantile  Marine..  51%  11 

International  Paper  91%  43 

ICelly-Springfield    Tire    152%  31 

Lackawanna   Steel  91%  48% 

Loose-Wiles   Biscuit   70  25 

Maxwell  Motors  38  2% 

Mexican  Petroleum  222  152% 

National   Enameling   &   Stamping  89%  45% 

N.  Y.  New  Haven  &  Hartford  R.R  37%  16% 

Punta  Alegre   Sugar  120  43% 

Republic  Iron   &   Steel 124%  67% 

Sinclair  Consolidated  Oil 48%  21 

U.   S.  Rubber  „ - 143%  65 

U.  S.  Steel  109  77% 

Virginia-Carolina  Chemical  80%  31% 

Worthington  Pump  96%  40 

In  the  list  of  stocks  which  have  suffered 
will  be  found  all  the  corporations  which  have 
figured  in  the  sensational  stories  about  great 
corporation  profits  during  the  war.  Those 
profits  were  not  divided  to  any  important  ex- 
tent. They  were  used  for  the  most  part  to 
enlarge  the  industries,  increasing  productive 
capacity,  but  the  market  prices  of  the  stocks 
indicate  that  there  are  no  sanguine  expecta- 
tions of  large  profits  from  these  investments 
in  the  near  future. 

Stabilizing  Profits. 

The  idea  that  the  profits  in  business  may  be 
stabilized  was  entertained  by  the  Govern- 
ment's price-fixing  officials.  They  assigned  to 
the  wholesale  grocer  a  profit  of  one  cent  a 
pound  on  sugar,  which  answered  the  purpose 
very  well  as  long  as  prices  were  rising,  but 
when  the  price  movement  turned  downward 
and  the  price  dropped  15  cents  per  pound  and 
more  without  recovery  the  grocers  took  a  stag- 
gering loss,  for  which  no  provision  had  been 
made. 

One  of  the  leading  meat  packers  was  in- 
dicted recently  for  selling  lamb  carcasses 
brought  from  Australia  at  prices  which  on  cer- 
tain individual  transactions  were  said  to  be  in 
excess  of  the  margin  fixed  by  the  authorities. 
His  attorney,  Mr.  Charles  Evans  Hughes,  in  de- 
fence pointed  out  that  the  packers  were  allowed 
a  certain  average  profit  upon  their  business 
throughout  the  year,  that  in  dealing  with  fluc- 
tuating values  losses  from  time  to  time  were  in- 
evitable, and  that  they  must  take  advantage  of 
favorable  circumstances  to  make  good  their 
losses  in  order  to  obtain  the  average  profits. 
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No  business  can  be  conducted  successfully 
without  provision  for  losses,  according  to  the 
risks  that  must  be  carried. 

The  butter  which  was  put  into  storage  last 
spring  and  summer  to  supply  the  trade  in  the 
fall  and  winter  months  is  coming  on  the  mar- 
ket now  at  the  rate  of  about  500,000  pounds 
per  day,  and  at  a  loss  to  the  holders  of  approx- 
miately  10  cents  per  pound.  The  storage  "spec- 
ulators" if  they  may  be  so  called,  hold  the  but- 
ter at  a  cost,  including  insurance  and  storage 
charges  of  not  less  than  55  cents  per  pound. 
New  York  basis,  and  it  is  being  sold  at  40  to  45 
cents  per  pound,  and  the  losses  will  aggregate 
millions  of  dollars  unless  the  market  changes, 
which  is  not  in  prospect.  This  is  occurring  in 
the  midst  of  a  nation-wide  agitation  based  upon 
the  assumption  that  the  farmer  is  constantly 
exploited  by  the  dealer,  and  that  the  latter 
simply  adds  a  sure  profit  to  the  prices  he  pays 
for  farm  products. 

In  eg&s  the  dealers  have  fared  better  this 
'  year,  the  storage  having  been  light.  The  New 
York  State  Bureau  of  Food  and  Markets  has 
recently  issued  a  bulletin  on  egg  marketing, 
which  embodies  the  results  of  a  study  by  the 
State  Agricultural  College  of  the  costs  and 
profits  of  storing  eggs  over  a  period  of  years 
Crom  which  we  make  the  following  quotation : 

A  comparison  shows  that  In  the  years  1910,  1912, 
1915  and  1917  the  average  gross  profit  was  less  than 
the  cost  of  storage:  in  other  words,  the  persons  who 
stored  eggs  In  these  years,  taken  on  the  average,  lost 
money  on  the  eggs  which  they  held.  During  the  other 
years  the  gross  profit  of  the  dealers  was  more  than 
enough  to  pay  storage  charges. 

The  average  net  profit  made  In  storing  eggs,  year 
In  and  year  out.  Is  not  at  all  excessive,  as  Is  so  often 
supposed.  During  the  period  between  1907  and  1914, 
for  example,  it  was  only  a  fraction  of  one  cent  per 
dozen.  During  the  period  between  1914  and  1917  It 
was  a  little  above  one  cent  per  dozen. 

It  is  obvious  from  the  data  that  the  business  of 
storing  eggs  is  an  extremely  hazardous  one  from  a 
financial  point  of  view.  The  shrewd  dealer  who 
stored  eggs  in  the  years  1908,  1911,  1913  and  1916  un- 
doubtedly made  very  handsome  profits.  If  he  was 
unfortunate  enough  to  store  eggs  only  during  the 
other  years  he  made  no  money  at  all,  but  Instead  lost 
heavily.  The  average  dealer,  of  course,  probably  had 
some  eggs  In  storage  during  all  these  years,  so  that 
in  the  long  run  he  was  able  to  balance  the  losses  dur- 
ing the  bad  years  by  those  in  the  more  profitable  ones. 

A  bill  is  now  pending  in  Congress  which 
proposes  that  commodities  when  placed  in 
storage  shall  have  the  date  marked  upon  them 
and  the  market  price  at  the  time,  with  the 
purpose  of  preventing  undue  profits.  Of 
course  this  scheme  is  based  upon  the  same 
erroneous  theory  that  profits  are  arbitrarily 
fixed  by  the  dealer,  and  may  be  standardized. 
But  who  knows  how  much  profit  a  dealer 
should  have  upon  eggs  in  any  given  year  to 
make  a  fair  average  over  a  term  of  years,  and 
if  nobody  knows  why  attempt  to  regulate  it? 
The  evidence  furnished  by  the  New  York 
State  Agricultural  College  shows  that  in  the 


years  from  1907  to  1917,  when  the  dealer  was 
allowed  to  make  all  he  could,  he  got  none  too 
much- 

The  farmer  is  well  within  his  rights  in  ef- 
forts to  improve  the  marketing  system,  and 
should  receive  encouragement  and  support  in 
practical  measures  for  that  purpose,  but  noth- 
ing will  be  gained  by  proceeding  from  false 
premises. 

Sugar  Importations. 

There  has  been  no  better  illustration  of  the 
operations  of  the  law  of  supply  and  demand 
than  that  supplied  by  the  sugar  market  in 
1920. 

Statistics  now  available  show  that  for  the 
ten  months  ending  with  November  the  receipts 
of  sugar  from  foreign  countries  and  the  Piiilip- 
pines  amounted  to  roundly-  3,500,000  tons  (of 
2,000  pounds  each)  as  compared  with  2,912,- 
000  tons  in  the  corresponding  period  of  1919 
and  2,235,000  tons  in  the  same  months  of  1918. 
Deducting  exports  in  each  case,  we  have  net 
receipts  of  over  3,000,000  tons  for  the  first  ten 
months  of  1920  against  2,347,000  tons  in  1919 
and  2,136,000  tons  in  1918.  In  other  words 
the  supply  has  been  835,000  tons  greater  than 
for  the  firsjt  three-quarters  of  1919  and  over 
1,000,000  tons  more  than  in  1918.  This  is  an 
amount  sufficient  to  supply  IG  pounds  per 
capita  more  than  in  1919  ^nd  20  pounds  more 
than  in  1918. 

Was  there  no  reason  for  the  rise  of  prices 
during  the  forepart  of  the  year?  Yes,  there 
was.  The  supply  of  sugar  for  this  country  in 
the  past  has  come  entirely  from  our  own  pro- 
duction and  that  of  Cuba,  and  supplies  from 
both  of  these  sources  were  known  to  be  short, 
and  did  in  fact  fall  oflf.  The  world  supply  was 
short,  and  it  was  not  supposed  that  we  could 
draw  from  other  fields.  Of  course,  with  a 
proper  regard  for  the  needs  of  the  world,  we 
should  have  reduced  our  consumption ;  that 
is  the  only  way  to  kec])  down  prices  when 
supplies  are  short,  but  the  American  people 
had  little  notion  of  doing  that.  It  was  often 
said  as  evidence  of  no  shortage  that  plenty 
of  sugar  was  to  be  had  by  those  willing  to 
pay  the  price ;  but  the  rising  price  caused 
somebody  to  go  without.  They  were  bound  to 
have  sugar  regardless  of  the  shortage,  and  a 
great  rise  resulted-  The  lure  of  these  prices 
was  sufficient  to  attract  sugar  from  every  part 
of  the  globe.  Countries  in  which  a  serious 
undersupply  of  sugar  existed  depleted  their 
meagre  stocks  in  order  to  share  in  the  golden 
harvest  offered  by  the  United  States.  Coun- 
tries that  previously  had  imported  refined 
.sugar  from  the  United  States  returned  it  at  a 
handsome  profit.  Practically  every  country 
that  had  any  quantity  of  sugar  available  ap- 
parently started  it  on  its  way  to  New  York, 
New  Orleans  or  San  Francisco.    The  apparent 
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willingness  of  American  consumers  to  pay 
fancy  prices  threatened  to  drain  the  entire 
world  of  sugar.  It  would  have  had  this  effect 
if  the  price  levels  of  late  spring  and  early  sum- 
mer had  been  maintained. 

Refined  sugars  which  had  been  sold  to  Bel- 
gium, France  and  other  European  countries 
at  nine  cents  a  pound  were  returned  to  the 
western  side  of  the  Atlantic  and  sold  at  double 
the  original  price.  Java  sugars  were  diverted 
from  their  course  toward  European  and  east- 
ern markets  to  American  ports.  Mexico,  Cen- 
tral and  South  America,  and  even  far  off  Mauri- 
tius and  British  South  Africa,  sold  sugar  in 
New  York.  Until  this  excess  supply  can  be 
absorbed  congestion,  stagnation  and  low  prices 
must  continue  to  rule  the  sugar  market. 

It  is  worth  while  to  note  one  unexpected 
effect  of  the  government's  regulation  of  deal- 
er's profits.  It  disturbed  the  balance  between 
the  buying  and  selling  forces  in  trade.  The 
dealers  no  longer  had  anything  to  gain  by 
trying  to  buy  cheap,  as  they  had  a  fixed  profit 
per  pound.  Their  sole  interest  seemed  to  be 
in  volume  of  business.  Their  restraining  in- 
fluence upon  producers'  prices  was  lost,  and 
the  market  went  practically  into  the  hands 
of  the  Cuban  producers,  until  old  world  sugar 
was  attracted  by  the  phenomenal  prices.  The 
situation  illustrates  how  governmental  inter- 
ference frequently  has  unexpected  results. 

A  further  result  of  the  limitation  of  profits, 
as  seen  in  the  case  of  the  refiners  was  that 
some  refiners  ceased  to  buy  raw  sugar  and 
did  the  refining  for  Cuban  producers  under  toll 
contracts,  the  producers  putting  the  refined 
sugar  on  the  market. 

Cancellations. 

Violent  price  fluctuations  always  put  trad- 
ers to  a  severe  test  and  many  unpleasant 
revelations  about  people  of  previous  high 
standing  have  been  made  by  themselves  in 
recent  weeks.  And  on  the  other  hand  the 
man  who  "will  stand  without  hitching,"  and 
whose  "word  is  as  good  as  his  bond,"  stands 
out  more  honored  and  respected  than  ever. 

The  whole  industrial  situation  has  suffered 
a  much  more  intense  degree  of  demoralization 
as  a  result  of  the  epidemic  of  cancellations. 
The  decline  of  prices  has  been  more  precipitate, 
the  cessation  of  industry  has  been  more  abrupt, 
the  alarm  and  shock  have  been  greater,  and 
the  il]  effects  have  been  intensified,  with 
greater  losses  all  around.  There  has  been  little 
warning  for  anybody,  for  the  most  prudent 
business  methods  avail  nothing  where  there  is 
widespread  repudiation  of  obligations. 

In  the  long  run  everybody  is  interested  in 
maintaining  honest  and  fair  business  practices. 
The  modern  business  organization  is  very  com- 
plex and  of  necessity  its  daily  transactions  are 


largely  based  upon  good  faith.  It  is  impracti- 
cable to  have  all  the  common  transactions  of 
purchase  and  sale  under  the  formality  of  legal 
contracts,  but  the  whole  business  structure  is 
dependent  upon  regularity  in  methods  and 
upon  a  general  observance  of  obligations,  as 
all  parties  to  them  intend  when  they  are  en- 
tered upon.  There  can  be  no  security  in  busi- 
ness otherwise,  and  the  persons  who  disregard 
their  obigations  in  a  time  of  crisis  are  con- 
tributing to  a  general  state  of  disorder  which 
may  cost  them  greater  losses  than  the  ones 
they  are  trying  to  escape. 

Contracts  Should  Be  Lived  Up  To. 

The  question  of  whether  the  holder  of  a  con- 
tract, made  in  good  faith,  shall  insist  upon  iti 
performance  is  more  than  a  matter  of  self-in- 
terest. The  holder,  who,  weakly  or  from  mo- 
tives of  policy,  fails  to  stand  for  a  sound  prin- 
ciple when  general  demoralization  of  business 
morale  is  threatened,  contributes  to  that  de- 
moralization almost  as  much  as  the  offenders. 
Honorable  standards  in  business  life  will  not 
be  maintained  unless  somebody  fights  for 
them. 

In  a  situation  of  this  kind  personal  influence 
and  the  power  of  example  go  a  great  way.  If 
one  man  flinches,  another  will,  soon  it  is  re- 
ported that  everybody  does,  and  then  it  seems 
unfair  that  any  one  should  be  expected  to 
make  his  word  good.  Custom  makes  stand- 
ards of  conduct.  A  delinquency  of  one  kind 
provokes  others,  as  in  the  case  of  reprisals  in 
war.  It  is  said  that  when  goods  were  advan- 
cing orders  on  contracts  sometimes  had  to 
wait  while  goods  were  sold  at  higher  prices. 
Such  practices  are  dishonorable,  but  the 
remedy  is  not  in  other  acts  tending  to  lower 
the  standards,  and  increase  the  demoralization. 

American  exporters  complain  that  foreign 
buyers  in  some  cases  are  not  living  up  to  their 
obligations,  but  the  charges  are  not  all  on  one 
side.  These  are  times  when  men  are  making 
reputations  that  will  stay  with  them  as  long  as 
they  live  and  their  houses  after  them,  and 
which  involve  the  good  name  of  the  country  to 
which  they  belong.  The  possible  gains  of 
doubtful  practices  are  not  much  compared  with 
all  that  is  involved.  The  right  course  is  the 
one  which  if  followed  generally  will  give  sta- 
bility to  business  and  protect  the  honest 
trader. 

The  Bond  Market. 

Although  the  December  liquidation  in  the 
security  market  has  resulted  in  a  lower  price 
level  than  existed  a  month  ago,  there  ap- 
parently has  been  no  tendency  to  sacrifice 
sound  bonds.  In  view  of  a  necessarily  small 
buying  power  at  this  time,  bonds  have  offered 
strong  resistance  to  a  general  selling  pressure. 
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The  par  amount  of  bond  transactions  on  the 
New  York  Exchange  so  far  this  month  is  far 
below  that  of  a  year  ago  and  consists  largely 
of  dealings  in  Liberty  Bonds.  Private  in- 
vestors and  institutions  are  loath  to  dispose  of 
conservative  investments  at  existing  prices. 

The  last  tax  instalment,  which  was  due  De- 
cember ISth,  undoubtedly  hastened  liquida- 
tion in  some  quarters-  The  chief  sufferers  from 
this  cause  probably  were  the  various  Liberty 
issues.  However,  the  buying  for  the  2>4  per 
cent  sinking  fund  and  a  good  investment  de- 
mand have  resulted  in  brisk  rallies  in  the  Lib- 
erty market  from  time  to  time. 

The  Treasury  Department  announced  a  new 
issue  of  $500,000,000  (or  thereabouts)  United 
States  Certificates  of  Indebtedness,  dated  De- 
cember 15,  1920.  One-half  of  these  Certificates 
mature  June  15,  1921  and  bear  interest  at  the 
rate  of  5^  per  cent,  while  the  balance  mature 
December  15,  1921  and  bear  interest  at  6  per 
cent.  This  issue  was  for  the  purpose  of  re- 
funding a  portion  of  the  $703,000,000  4^4  per 
cent  Certificates  which  matured  December  15. 
The  Secretary  of  the  Treasury  reported  total 
subscription  to  this  offering  of  $790,449,050  of 
which  $412,866,000  came  from  the  New  York 
district  alone.  The  latter's  participation  was 
cut  down  to  something  like  $266,907,000. 

December  Offerings. 

New  offerings  have  not  been  as  numerous  as 
in  recent  months.  Wide  interest  was  mani- 
fested in  the  financing  of  two  Standard  Oil 
Companies  as  follows : 

126,000,000  standard  Oil  Company  (California)  10 
year  7%  Gold  Debentures,  at  100  and 
interest. 

$30,000,000  Standard  Oil  Company  (New  York)  7% 
Serial  Gold  Debentures,  due  January  2, 
1926  to  1930,  price  100  and  interest. 

These  issues  which  were  offered  within  a  day 
of  each  other  were  very  rapidy  absorbed.  Other 
important  industrial  financing  during  the 
month  included 

»12,600,000  Virginia-Carolina  Chemical  Company  12 
year  7%%  Debentures,  at  96Vi  and  In- 
terest, to  yield  about  8%. 

M.000,000  Fleischman  Company,  New  York.  8%  10 
year  Gold  Notes,  at  100  and  interest. 

$8,000,000  Cerro  de  Pasco  Copper  Corporation  10 
year  Convertible  8%  Bonds,  at  100  and 
Interest. 

The  municipal  bond  market  has  changed  but 
little  during  the  month.  Prices  are  firm  and 
the  demand  is  fair.  Among  the  more  import- 
ant new  issues  were 

$10,000,000  Province  of   Ontario  16   year  6%   Bonds, 

price  94.34  and  Interest,  to  yield  6.60%. 
$2,980,000  City    of    Minneapolis,    Minn.    6%     Serial 

Bonds,   at    prices    to   yield    from    5.75% 

to  6%. 
$7,000,000  City  of  Philadelphia  60  year  6%  Bonds, 

price  102  and   interest,   to   yield   about 

4.88%. 
$3,466,000  City   of  Pittsburgh   Serial  ts%   Bonds,  at 

prices  to  yield  about  4.80%. 


$847,000  City  of  Jersey  City.  N.  J.  Serial  SH% 
Bonds,  at  prices  to  yield  from  6.76%  to 
6.05%. 

Public  utility  financing  included 

$10,000,000  Paciflc  Gas  and  Electric  Company  1st  and 
Rfg.  20  year  7%  Bonds,  at  99  and  in- 
terest, to  yield  about  7.10%. 

$26,000,000  Consolidated  Gas  Company  of  New  York 
1  year  8%  Notes,  at  100  and  interest. 
$6,000,000  Brooklyn  B>lison  Company,  Inc.  Gen'l 
Mtgs.  20  year  7%  Bonds,  at  97%  and 
Interest,  to  yield  about  TA%- 
$4,000,000  Niagara  Falls  Power  Company  Ist  and 
Cons.  Mtge.  6%  Bonds,  due  November  1. 
1960,  at  87  K  and  Interest,  to  yield  over 
7%. 

The  first  important  public  offering  during 
the  month  of  railroad  securities  was  made  on 
the  morning  of  the  27th  in  the  form  of  $4,500,- 
000  Atlantic  Coast  Line  Railroad  Syi  per  cent 
Equipment  Trust  Gold  Certificates,  Series  D, 
due  serially  from  1922  to  1936,  at  prices  to  yield 
7  per  cent  for  the  first  five  maturities ;  6^  per 
cent  for  the  second  five  maturities  and  6^  per 
cent  for  the  last  five  maturities. 

Realizing  Losses. 

We  have  several  inquiries  prompted  by  the 
newspaper  reports  of  the  selling  of  securities 
for  the  purpose  of  realizing  losses  which  will 
count  in  income  reports.  The  prevailing  opin- 
ion seems  to  be  that  the  government  is  de- 
frauded. 

To  illustrate  the  effects  of  such  sales  let  it 
be  supposed  that  a  person  owns  500  shares  of 
stock  which  cost  him  $100  per  share.  If  the 
market  price  rises  to  $120  and  he  sells  one-half 
he  will  have  a  profit  of  $5,000,  which  he  must 
report  for  taxation.  Later,  perhaps,  the  stock 
may  decline  to  $80,  when,  if  he  sells  the  re- 
maining 250  shares  he  will  realize  a  loss  of 
$5,000,  which  he  is  entitled  to  report  in  his  in- 
come statement. 

The  sale,  if  a  bona  fide  one,  is  proof  of  the 
market  value  at  the  time,  and  if  the  stock 
should  never  recover  in  price  the  loss  clearly 
would  be  a  real  one,  entitled  to  a  place  in  the 
income  statement.  But  if  it  does  recover  the 
owner  will  be  in  the  position  of  owning  the 
stock  at  a  lower  cost  than  before,  and  if  he 
sells  will  have  a  larger  profit  to  report  for  tax- 
ation. In  the  case  cited,  if  the  stock  rose  from 
$80  to  $100,  the  original  cost,  after  the  re- 
purchase, and  he  sold  at  the  latter  figure,  he 
would  have  a  profit  of  $5,000,  and  the  govern- 
ment would  get  the  revenue  lost  by  the  origi- 
nal sale.  In  short,  if  the  loss  indicated  by  the 
realization  sale  proves  to  be  not  a  real  one, 
the  settlement  with  the  government  is  only 
postponed. 

Dealers  in  securities  are  permitted  to  inven- 
tory them  at  market  value,  at  the  end  of  the 
year,  like  dealers  in  merchandise,  and  if  other 
owners  were  permitted  to  do  the  same  there 
would  be  no  sales  for  the  purpose  of  actually 
demonstrating  losses. 
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New  York,  February,  1921. 

The  Crops  Moving. 

The  movement  of  the  crops,  particularly  of 
grain  and  live  stock  has  increased  notably  dur- 
ing the  past  month,  in  fact  is  practically  nor- 
mal. The  receipts  of  wheat  at  primary  mar- 
kets are  now  running  over  those  of  the  corre- 
sponding weeks  of  last  year.  Prices  have  been 
somewhat  stronger  than  in  December,  wheat 
at  one  time  reaching  a  figure  about  25  cents 
per  bushel  above  the  low  point  in  November, 
but  most  of  this  gain  was  lost  at  the  end  of 
January.  Premiums  over  Chicago  quotations 
amounting  to  about  the  freight  charge  from 
Kansas  City  to  the  Gulf  ports  have  ruled  at  the 
latter  upon  the  grades  desired  for  export,  and 
have  helped  local  prices  in  the  Southwest  ma- 
terially. Cotton  rallied  several  cents  early  in 
the  month,  but  lost  it  in  the  last  week.  The 
coarse  grains  have  been  heavy,  owing  to  the 
big  crops  of  all  in  15)20.  Nevertheless,  with 
products  actually  moving  in  the  middle-west, 
the  money  situation  relaxing,  the  reserve 
banks  getting  into  better  shape,  and  a  fair  de- 
gree of  trade  revival,  the  whole  situation  is 
looking  better. 

The  winter  wheat  crop  is  in  good  condition 
to  date,  and  although  prices  are  down  from 
what  they  have  been,  the  world's  supply  and 
consumption  are  very  evenly  balanced.  The 
crops  of  the  Southern  hemisphere  have  been 
large  this  year,  but  they  are  not  very  depend- 
able from  year  to  year,  and  until  Russia  again 
comes  into  the  field  as  an  exporter  it  would 
seem  that  wheat  should  be  fairly  secure  in 
about  its  present  position. 

Textiles  and  Slioes. 

In  cotton,  woolen  and  silk  goods  a  substan- 
tial gain  in  volume  of  business  has  been  made 
since  the  first  of  the  year.  It  might  be  put 
stronger  than  that,  for  almost  any  buying 
would  have  been  an  improvement  upon  con- 
ditions in  December.  Trade  in  wholesale  mar- 
kets and  also  production  have  been  for  several 
months  not  only  below  normal,  but  below  cur- 
rent retail  distribution.  Stocks  had  been  low- 
ered and  the  way  cleared  for  at  least  a  moder- 
ate revival  of  buying  by  the  trade  and  of  activ- 
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General  Business  Conditions. 

THE  general  business  situation  is 
marked  by  greater  confidence  than 
was  manifest  in  the  last  weeks  of 
1920,  and  there  are  tangible  evidences 
of  improvement.  The  apprehensions 
and  rumors  of  impending  trouble  which  are 
always  a  demoralizing  influence  when  the 
credit  situation  is  under  strain,  have  been 
largely  cleared  away.  The  irresponsible  talk 
about  a  "panic"  has  been  silenced.  The  epi- 
demic of  business  failures  predicted  for  the  end 
of  the  year  did  not  come.  The  number  of  re- 
ported bankruptcies  has  increased,  but  has  not 
been  alarming,  and  the  cases  have  been  mainly 
of  small  concerns  of  mushroom  growth,  who 
extended  their  business  rapidly  upon  small 
capital  while  prices  were  rising  and  did  not 
have  the  reserve  resources  to  meet  the  losses 
that  were  inevitable  when  reverses  came.  The 
substantial  business  structure  of  the  countrj'  is 
unshaken,  and  whatever  anxiety  there  may 
have  been  upon  that  score  has  been  relieved. 

Heavy  Locse*. 

This  does  not  mean  that  heavy  losses  have 
not  been  taken.  Only  the  fortunate  or  saga- 
cious few  who  began  to  trim  their  sails  early 
in  the  year,  and  deliberately  restricted  their 
business,  escaped.  Some  made  good  profits  in 
the  first  six  or  nine  months  and  lost  most  of 
them  in  the  last  three  months,  while  many 
have  come  out  of  the  year  not  only  without  a 
return  upon  the  investment,  but  with  an  im- 
pairment of  capital.  Official  price  regulation, 
which  curtailed  profits  while  prices  were  rising, 
and  prevented  the  creation  of  a  cushion  to  ab- 
sorb the  losses  while  prices  were  falling,  is 
held  largely  responsible  for  the  dissipation  of 
capital.  Heavy  taxation  of  course  had  a  simi- 
lar effect.  Nevertheless,  the  leading  business 
concerns  of  the  country  had  been  building  up 
reserves  for  years  in  conservative  fashion,  and 
the  proportion  of  important  houses  that  have 
failed  or  been  seriously  embarrassed  has  been 
smaller  than  in  any  previous  crisis  approach- 
ing this  one  in  gravity.  This  is  a  very  re- 
assuring circumstance  and  promises  well  for 
recovery. 


ity  in  the  industry.  In  cotton  goods  this  has 
been  especially  notable,  and  has  effected  a 
slight  recovery  of  prices,  although  there  is  but 
little  disposition  on  the  part  of  buyers  to  fol- 
low an  upward  movement  In  woolen  goods 
there  have  been  further  reductions  of  20  to  30 
per  cent,  following  upon  the  cuts  of  about  the 
same  proportions  in  September.  Goods  are 
moving  in  considerable  quantities,  the  attitude 
of  merchants  being  that  they  are  wanting  sup- 
plies for  the  .Spring  trade,  and  are  willing  to 
buy  on  the  present  basis,  although  not  confi- 
dent of  a  very  large  volume  of  business. 

The  Equilibrium  In  Industry. 

The  fact  which  stares  the  retail  merchant  in 
the  face  is  the  diminished  purchasing  power  of 
his  customers.  If  he  is  located  in  a  farming 
district  he  sees  it  in  the  diminished  values  of 
farm  products  and  hears  of  it  over  his  coun- 
ters every  day.  If  he  is  located  in  an  in- 
dustrial center  he  is  obliged  to  take  account  of 
the  fact  that  the  industries  generally  are  run- 
ning on  shortened  time  and  with  much  reduced 
pay  rolls. 

The  important  thing  in  this  readjustment,  as 
we  have  endeavored  to  set  forth  from  month 
to  month,  is  the  maintenance  of  the  equilib- 
rium in  industry,  so  that  the  various  branches 
of  industry  will  continue  to  be  mutually  sup- 
porting. The  market  for  the  products  of  each 
industry  is  with  the  people  employed  in  the 
other  industries.  This  means  that  the  prices 
of  products  must  maintain  a  fairly  uniform 
relation  or  distribution  will  be  interrupted  and 
production  will  have  to  be  curtailed.  This  is 
the  essential  thing  in  keeping  the  industries 
running  and  in  maintaining  employment  for 
the  workers.  It  is  not  simply  a  matter  of  fair 
play  between  the  industries,  although  that  is 
something  to  think  of,  but  the  balance  between 
the  industries  is  as  necessary  to  prosperity 
on  one  side  as  the  other. 

Cooperation  to  Keep  Prices  Up. 

Notwithstanding  that  the  compensation  of 
some  classes  lagged  behind  in  the  rise  of  wages 
and  prices,  on  the  whole  goods  and  services 
went  up  fairly  well  together.  The  failure  of 
some  groups  to  keep  up  in  purchasing  power 
was  made  good  by  the  great  foreign  demand 
and  increased  governmental  expenditures. 
There  is  general  co-operation  in  putting  prices 
up;  people  may  grumble,  but  they  look  for 
compensation  through  getting  their  own  pay 
increased,  a  game  at  which  the  gains  of  some 
are  at  the  expense  of  others,  and  which  cannot 
go  on  indefinitely.  When  it  comes  to  putting 
prices  down,  there  are  almost  infinite  difficul- 
ties and  obstructions  to  be  overcome.    Every- 


body fights  it  so  far  as  his  own  products  or 
services  are  concerned,  and  by  doing  so  delays 
the  restoration  of  the  equilibrium. 

It  does  no  good  to  be  ill-tempered  or  harshly 
critical  in  discussing  wages  and  prices.  People 
are  naturally  biased  in  favor  of  their  own  in- 
terests, and  if  they  really  understand  their 
own  interests  the  results  will  not  be  bad,  be- 
cause the  economic  law  is  such  that  interests 
do  not  in  fact  conflict  nearly  so  much  as  is 
commonly  supposed.  The  point  we  are  urging 
is  that  the  highest  degree  of  prosperity  for 
every  industry  is  to  be  had  when  all  are  on  a 
common  basis. 

The  Fall  of  Prices  in  1930. 

Below  we  give  a  table  showing  the  prices  of 
thirty-two  important  commodities,  for  an  aver- 
age of  several  months  of  1914  prior  to  the  out- 
break of  the  war,  at  the  close  of  1919  and  the 
close  of  1920,  with  the  percentage  of  decline : 

Pre-war  Decline 

Months  Cloae  Close  During 

Material                    1914  1919  1920           1920 

Steel    billets— Pitt8..„20.50  48.00  43.60  09"^% 

Pig    Iron— Pitts 13.75  36.00  33.00  08i/i% 

Copper,   elect — N.   Y..     .1425  .1875  .13  302-^% 

Lead— N.  Y 0396  .076  .046           39% 

Spelter — N.  Y 052  .0886  .066           87% 

Cotton— N.  Y 132  .3925  .1476  62%% 

Silk,  raw,  N.   Y 3.94  13.20  B.76  56V4% 

Wool,    scoured — Bos.     .65  1.60  .68             55% 

Hides,    1    steer — Chi.     .18  .42  .20  52H% 

Rubber,    \atex,    N.    Y.     .60  .525  .16              70% 

Coffee  No.7   Rio.  N.Y.     .0912  .15  .0625  5S'/i% 

Sugar,   raw.   N.   Y 0311  .0728  .0539         26% 

Wheat,    2    Red— Chi.     .92  2.16  1.73             20% 

Corn — Chic 67  1.45  .68             53% 

Oats— Chic 395  .82  .47  42^% 

Rye — Chic 63  1.83  1.66  16%% 

Rice — dom.,   N.   Y 055  .126  .0626         68%  ' 

Apples,    bbl.   lO's.N.Y.  3.50  6.00  4.00              20% 

Flour,   Spr.  Pat.  N.  Y.  4.65  14.00  9.00  35^:5% 

Coal,    Bit.— Pitts 1.30  2.35  3.75  •60% 

Petroleum— Okla 85  2.76  3.50  •27% 

Steers,    top — Chicago  8.76  14.50  9.00             38% 

Hogs,  live — Chic 8.20  14.26  9.50  33'/^% 

Pork,    mess— N.    Y 23.00  47.00  29.00  3i'A7o 

I^K-ird.    prime— Chic 1062  .2377  .1266         47% 

Linseed  oil— N.  Y 64  1.87  .80             67% 

Cocoanut  oil — N.  Y 116  .19  .1176         38% 

Butter,    extra— N.    Y.     .246  .7076  .566           20% 

Burlap,   heavy   N.    Y.     .069  .165  .0565         68% 
Prt.  cloths,  28-64x60— 

N.  Y 0338  .1425  .06              68% 

Sheetings,  36-48x48— 

N.    Y 05SS  .28  .0726         74% 

Cement,    bbl.— N.    Y.  1.58  4.40  3.70             16% 

Ave.  decline  in  1920  for  commodities  listed 36% 

•  Denotes  increase. 

The  compilation  of  retail  prices  by  the  Bu- 
reau of  Labor,  Washington,  D.  C,  for  a  num- 
ber of  cities  is  instructive  for  the  classifica- 
tion it  makes  of  articles  of  common  consump- 
tion and  the  percentage  of  average  family  ex- 
penditure for  each  group.  The  table  below  is 
the  Bureau's  table  for  Chicago : 


Per 

cent  of 

Per  cent 

of  increase  from 

December,  1914, 

to — 

total  ex- 

Item of 

pendi- 

Dec. 

Dec. 

Dec. 

Dec. 

June        Dec. 

June 

Dec. 

expenditure 

ture 

1915 

1916 

1917 

1918 

1919          1919 

1920 

1920 

Food    

37.8 

2.7 

25.2 

53.4 

78.7 

73.3           93.1 

120.0 

70.5 

Clothing- 

Male    

8.5 

26.5 

51.9 

137.1 

146.1          211.8 

207.7 

166.5 

Female  

6.2 

21.2 

50.0 

141.3 

164.2          232.9 

202.6 

150.3 

All    Clothing    

16.0 

7.6 

24.2 

50.6 

138.9 

157.1          224.0 

205.3 

158.6 

Housing  

14.9 

•.1 

.7 

1.4 

2.6 

8.0            14.0 

35.1 

48.9 

Fuel  and  Light 

6.0 

*.9 

6.6 

19.3 

37.1 

35.7            40.1 

62.4 

83.5 

Furniture  and 

Furnishings    

4.4 

5.9 

20.0 

47.5 

108.9 

126.9          176.0 

215.9 

205.8 

Miscellaneous , 

20.6 

3.0 

19.5 

41.8 

58.7 

61.7            84.3 

87.5 

96.5 

TOTAL    

100.0 

3.0 

19.5 

41.8 

72.2 

74.5          100.6 

114.6 

93.3 

*  Decrease. 

An  Uneven  Decline. 

If  this  table  is  compared  with  the  table  above 
it  will  be  seen  that  there  is  ground  for  the 
farmer's  complaint  that  his  staple  products  as 
he  sells  them  are  back  nearer  to  pre-war  prices 
than  they  are  at  retail,  or  than  most  of  the 
goods  he  is  obliged  to  buy.  Foodstuffs  at  re- 
tail in  December,  according  to  the  Bureau  of 
Labor,  were  70.5  per  cent  above  1914  prices. 
Clothing  for  which  the  farmer  furnishes  the 
cotton  and  wool  at  little  above  pre  war  prices, 
is  158  per  cent  above  the  pre-war  level,  while 
furniture  and  furnishings  are  205  per  cent 
above  that  level. 

Taken  as  a  whole  this  comparison  between 
raw  materials  and  food  at  wholesale  and  com- 
mon articles  of  consumption  at  retail  shows 
that  the  readjustment  of  prices  has  not  pro- 
ceeded far  enough  to  allow  a  general  resump- 
tion of  industry  or  to  furnish  the  basis  for  a 
state  of  prosperity.  The  producers  of  the  raw 
materials  cannot  sell  them  at  the  prices  thej' 
are  receiving  and  buy  the  finished  goods  at  the 
prices  prevailing  for  them,  and  keep  the  latter 
industries  employed. 

The  makers  of  farm  implements  are  sensi- 
tive about  criticisms  leveled  at  them  for  main- 
taining prices.  They  say  that  the  biggest 
single  item  in  their  costs  is  steel,  and  say  that 
it  is  higher  than  when  they  made  up  their  price 
lists  for  1919.  Another  important  factor  is  fuel, 
which  is  higher,  and  another,  freight  charges, 
likewise  higher,  and  finally  labor,  upon  which 
there  has  been  little  or  no  reduction. 

The  independent  steel  producers  have  re- 
wages  about  twenty  per  cent.  Their 
had  been  above  those  of  the  United 
Steel  Corporation,  but  have  been  re- 
duced to  that  level,  and  in  some  instances  be- 
low. The  big  concern  has  made  no  move  as  to 
wages,  and  little  change  in  prices  as  yet.  The 
independents  say  that  with  wages  as  they  are, 
fuel,  freights  and  supplies  as  they  are,  they 
can  make  no  further  important  reduction  in 
prices. 

The  price  of  coal  is  affected  by  the  wage  in- 
creases granted  to  miners,  by  higher  freight 
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charges,  higher  equipment  costs,  and  higher 
prices  for  supplies,  while  the  cost  of  railroad 
service  is  due  to  the  high  cost  of  coal,  wage  in- 
cteases,  high  cost  of  equipment  and  supplies. 

The  clothing  manufacturers  say  that  while 
there  are  reductions  upon  cloth,  that  is  only 
one  factor  in  the  cost  of  a  suit  of  clothes, 
and  that  nothing  else  is  lower.  The  manufac- 
turers of  cloth  admit  that  their  raw  material 
is  lower,  and  they  have  reduced  wages  20  to  30 
per  cent,  the  reduction  throughout  New  Eng- 
land being  22J^  per  cent.  A  calculation  made 
by  the  United  States  Bureau  of  Labor,  based 
upon  an  investigation  of  the  cotton  goods  in- 
dustry north  and  south,  shows  that  in  the 
summer  of  1920  hourly  wages  in  that  industry 
on  the  average  were  3.6  times  as  high  as  in 
1907,  .3.2  times  as  high  as  in  1913,  and  1.8  times 
as  high  as  in  1918.  Fuel,  freight,  taxes,  ma- 
chinery, repairs,  and  supplies  generally  are 
still  on  the  high  level. 

If  we  go  around  the  industries  we  find  them 
all  in  a  like  situation,  elevated  upon  an  abnor- 
mal basis  of  costs,  and  with  costs  so  inter- 
locked that  none  seems  to  be  able  alone  to 
make  any  important  reductions.  All  plead 
helplessness,  and  particularly  their  wish  to 
avoid  wage  conflicts,  wages  being  the  chief 
item  in  each  case. 

That  spirit  is  commendable.  The  subject  of 
wages  is  one  that  should  not  be  dealt  with 
arbitrarily,  but  on  the  contrary  should  be 
dealt  with  considerately,  carefully  and  after 
full  conference  with  all  concerned.  The  ques- 
tion how  to  get  back  to  full  employment  and 
general  prosperity  interests  everybody  and 
should  be  discussed  amicably  together. 

The  Wage  Question. 

It  is  not  agreeable  to  disturb  wages,  but  the 
fact  is  that  wages  have  been  disturbed  by 
forces  over  which  nobody  has  control.  When 
millions  of  wage-earners  have  already  lost 
their  jobs,  and  many  of  the  others  are  working 
only  part  time,  it  is  apparent  that  wages  have 
been  reduced.  The  unfortunate  thing  is  that 
they  have  been   reduced  in  a   manner  which 


tccomplishes  nothing.  The  ability  of  wage- 
earners  to  buy  for  consumption  has  been  re- 
duced without  reducing  costs  in  the  industries 
and  without  corresponding  reduction  of  their 
own  living  costs.  They  are  getting  the 
farmers'  products  at  less  than  formerly,  but 
not  getting  the  full  benefit  of  the  reductions 
that  the  farmer  has  suffered,  because  of  in- 
creased freight  charges  and  the  higher  cost  of 
all  the  intermediate  services,  which  are  due  in 
the  main  to  higher  wages  for  somebody.  For 
instance  the  baker  cannot  reduce  the  price  of 
bread  to  correspond  with  the  reduction  in 
flour,  because  flour  is  only  one  item  in  his 
costs.  His  labor,  delivery  costs,  machinery, 
coal,  freight  charges,  supplies,  etc.,  which 
mainly  represent  labor,  have  not  come  down 
to  correspond  with  wheat  or  flour. 

Wase-Rates  vs.  Wage-Payments. 

The  disposition  is  to  lay  too  much  emphasis 
upon  wage-rates  over  actual  wage-payments. 
The  employers  and  employes  in  a  given  indus- 
try may  agree  harmoniously  upon  a  given 
scale  of  wages,  but  if  that  scale  involves  an 
increase  in  the  cost  of  the  product  to  con- 
sumers, and  consumption  falls  off,  employment 
will  fall  off,  and  the  total  sum  disbursed  to 
wage-earners  may  he  less  than  if  the  wage- 
rates  were  lower.  There  is  a  certain  price  for 
every  product  which  promotes  the  largest  dis- 
tribution and  a  certain  adjustment  of  relations 
between  the  industries  which  promotes  a  free, 
full  exchange  of  commodities  and  results  in 
the  largest  demand  for  goods  and  services. 
That  is  the  situation  which  gives  prosperity, 
while  a  disruption  of  such  relations  results 
in  a  deadlock,  such  as  exists  at  this  time. 

The  advances  in  railroad  wages  may  have 
been  necessary  at  the  time  they  were  made,  to 
keep  that  group  of  workers  in  balance  with 
the  others,  but  they  have  necessitated  an  in- 
crease of  freight  and  passenger  charges  which 
has  become  a  serious  burden  to  industry. 
Moreover,  traffic  has  fallen  off  until  the  rail- 
roads are  realizing  only  about  60  per  cent  of 
the  net  income  which  the  new  charges  were  in- 
tended to  assure.  The  railroads  cannot  be 
maintained  on  the  basis  of  present  income,  but 
evidently  the  remedy  is  not  in  further  ad- 
vances, but  in  a  drastic  reduction  of  operating 
costs,  and  they  have  set  themselves  to  that  task 
by  laying  off  thousands  of  employes.  So  the 
evil  effects  of  a  wage-scale  out  of  harmony  with 
conditions,  after  being  felt  in  all  the  other  in- 
dustries come  back  upon  the  railroad  employes 
themselves. 

The  building  industry  is  marking  time,  al- 
though the  need  for  construction  work  is 
greater  than  ever  before,  because  the  high 
costs  are  prohibitive.  If  building  should  go  on 
under  these  conditions  the  costs  would  be 
chargeable  in  the  form  of  high  rentals  largely 


for  labor  to  pay.  Would-be  builders  doubt  if 
they  can  obtain  such  rentals  and  building  is 
almost  at  a  standstill  in  consequence. 

Where  the  Obstruction  Is. 

The  decline  in  the  prices  of  agricultural 
products  and  other  raw  materials  has  effected 
a  substantial  reduction  in  living  costs.  It  is 
not  these  things  that  are  obstructing  the  way 
to  a  general  readjustment,  and  a  revival  of  in- 
dustry. Nor  is  it  the  profits  of  employers  that 
are  obstructing  the  readjustment.  Profits 
have  been  largely  eliminated.  The  condition 
of  easy  sales,  which  makes  a  sellers'  market, 
has  passed.  The  high  cost  of  living  of  which 
the  wage-earners  now  complain,  is  in  their 
own  wage  scales,  which,  however,  are  largely 
nominal,  not  yielding  real  results,  because  of 
the  amount  of  lost  time. 

This  is  the  situation  which  everybody  is 
side-stepping,  while  looking  hopefully  from 
day  to  day  for  better  times.  The  times  can- 
not get  materially  better  while  industry  re- 
mains in  this  unbalanced  state.  It  would  be 
as  reasonable  to  expect  a  factory  to  make  a 
satisfactory  record  in  production  without  hav- 
ing its  several  departments  in  balance  and 
working  harmoniously. 

The  Alternative. 

Of  course,  if  the  prices  of  farm  products  and 
raw  materials  should  recover  and  thus  restore 
the  buying  power  which  about  one-half  the 
people  of  this  country  have  lost,  we  could  re- 
sume industrial  activity  where  we  left  off,  but 
theset  prices  are  dependent  largely  upon  world 
conditions  and  we  can  do  little  to  influence 
them.  Shall  we  ^vait  indefinitely  for  that  to 
happen,  or  try  to  adjust  relations  among  our- 
selves so  that  everybody  can  have  work? 

The  farmers  are  planning  in  some  localities 
to  reduce  production  to  raise  prices,  but  it  will 
not  help  the  town-workers  to  have  the  equi- 
librium restored  in  that  manner.  The  latter 
can  better  afford  to  take  lower  wages,  accom- 
panied by  lower  living  costs.  The  restoration 
of  industry  to  balance  and  activity  upon  a 
lower  level  of  money-wages  and  money-prices 
would  improve  the  position  of  the  vragc-earn- 
ers,  and  put  this  country  in  better  position  to 
aid  in  the  restoration  of  Europe,  and  that  would 
react  favorably  upon  this  country.  Wage-rates 
in  terms  of  money  should  have  a  degree  of 
flexibility,  giving  them  a  relation  to  the  selling 
value  of  products. 

One  way  or  another,  the  equilibrium  must  be 
restored.  It  may  be  done  speedily  by  under- 
standing and  co-operation,  or  it  may  take 
years  while  industry  languishes.  The  question 
is  larger  than  an  issue  between  wage-earners 
and  employers.  It  is  a  question  of  adjusting 
relations  between  groups  of  producers  so  that 
a  full  exchange  and  consumption  of  products 
can  go  on. 


Money  and  Banking. 

The  money  market  eased  notably  in  the  early 
part  of  January  and  firmed  up  in  the  last  week. 
The  changes  were  most  evident  in  bankers'  ac- 
ceptances and  funds  temporarily  employed  on 
stock  exchange  collateral.  The  market  for  ac- 
ceptances was  broad  and  active,  with  the  re- 
sult that  the  rate  on  prime  90-day  bills  declined 
from  6J4  to  5^  per  cent,  country  banks  being 
the  principal  buyers.  At  5}i  per  cent  the  de- 
mand fell  off  and  in  the  last  days  of  the  month 
the  rate  advanced  to  6  per  cent.  It  is  gratify- 
ing to  observe  that  the  number  of  bankers  in- 
terested in  the  bill  market  is  constantly  in- 
creasing. The  call  money  market  fell  to  5  per 
cent,  and  even  lower,  in  the  early  part  of  the 
month,  and  an  important  amount  was  loaned 
at  that  rate,  but  the  month  closed  at  7  per  cent. 
Loans  on  mixed  stock  exchange  collateral  fell 
as  low  as  6i^  but  at  the  close  of  the  month 
were  back  to  7}^.  The  run  of  good  commer- 
cial paper  is  on  an  8  per  cent  basis,  but  a  rela- 
tively small  number  of  choice  names  in  the 
market  only  occasionally  are  going  at  7^  per 
cent. 

The  reaction  from  the  rapid  decline  of 
interest  rates  probably  resulted  from  the  fact 
that  money  having  been  dumped  into  a  rela- 
tively small  field,  the  rates  became  compara- 
tively low,  and  funds  were  withdrawn  or 
shifted  to  other  uses.  The  movement  of  funds 
turned  against  New  York. 

There  are  indications  that  the  reduction  of 
loans  accomplished  by  the  Western  Reserve 
banks  has  created  fresh  demands  on  New 
York. 

The  position  of  the  Federal  Reserve  Banks 
has  shown  some  degree  of  liquidation,  total 
earning  assets,  at  $2,968,544,000  on  January  14, 
showing  below  the  $3,000,000,000  mark  for  the 
first  time  since  December  19,  1920.  The  high 
mark  was  $3,421,976,000  on  October  15  last. 
Inter-bank  borrowings,  which  aggregated 
about  $250,000,000  in  October  had  been  re- 
duced to  $41,000,000  on  January  28,  held  by 
the  reserve  banks  of  Boston,  Philadelphia  and 
Oeveland  for  three  reserve  banks  in  the  west 
and  south.  Standing  alone  these  three  banks 
would  show  reserve  percentages  around  and 
above  70.  Next  to  them  stands  the  San  Fran- 
cisco bank,  with  a  percentage  on  the  date 
named  of  55.2.  The  New  York  bank  is  held 
down  by  the  heavy  loans  of  the  New  York 
City  member  banks  to  correspondent  banks 
in  all  parts  of  the  country.  The  Chicago  bank 
also  is  affected  by  the  loans  of  member  banks 
outside  of  the  district. 

How  the  borrowing  reserve  banks  would 
have  stood  in  their  reserves  on  January  1, 
without  the  aid  thus  received  from  the  other 
reserve  banks  is  shown  by  the  following  table : 


Actual  Without 

Reserve   Bank:  Reserve  Borrowing 

Richmond    46.2%  41.05% 

Kansas   City   41.6  29.9 

Minneapolis    39.2  29.7 

Atlanta   41.4  27.6 

Dallas    40.2  16.3 

Since  the  above  date  the  Richmond  and 
Kansas  City  banks  have  paid  off  their  borrow- 
ings and  are  now  on  their  own  feet,  with  their 
legal  reserves. 

The  amount  of  Federal  reserve  notes  in  cir- 
culation on  Januarv  28,  1921,  was  $3,090,748,- 
000,  which  compares  with  $2,844,227,000  on 
January  23,  1920.  and  $3,356,199,000  at  the 
peak  on  October  22,  1920. 

The  aggregate  of  all  liabilities  of  the  re- 
serve banks,  oth^r  than  capital  and  surplus,  on 
January  28,  1921,  was  $5,559,544,000,  against 
$5,964,038,000  on  January  23,  1920.  Their  total 
reserves  at  the  former  date  were  $2,319,974,- 
000,  against  $2,987,896,000  on  the  latter  date. 

It  is  a  little  strange  that  the  amount  of  re- 
serve notes  in  circulation  does  not  diminish 
more  rapidly,  in  view  of  the  decline  of  prices 
and  falling  of  trade  and  of  wage  payments.  It 
indicates  a  considerable  amount  of  currency 
withdrawn  from  circulation  in  private  hold- 
ings. 

The  fact  that  liquidation  proceeds  slowly 
need  not  be  a  matter  of  concern,  now  that  it 
is  started.  People  part  with  their  products  re- 
luctantly at  prices  that  are  unsatisfactory,  and 
only  as  they  have  payments  to  meet.  They 
are  economizing  in  personal  expenditures.  At 
the  present  level  of  prices  it  is  not  to  be  ex- 
pected that  the  debts  created  in  the  years  of 
expansion  will  be  all  cleared  up  in  a  single 
year,  but  trade  will  feel  the  effect  of  debt- 
paying  until  the  relation  between  income  and 
indebtedness  is  much  more  normal  than  it  is  now. 

Foreign  Trade  and  Exchange. 

The  foreign  trade  of  the  United  States  in 
1920  was  greater  in  value  than  in  any  previous 
rear,  aggregating  $13,500,000,000,  against  $11,- 
827,000,000  in  1919.  Exports  were  $8,221,- 
000,000  against  $7,922,000,000  in  1919,  and  im- 
ports $5,279,391,364,  against  $3,905,000,000. 
The  increase  in  imports  was  large,  but  was  not 
maintained  in  the  latter  part  of  the  year.  Ex- 
ports held  up  well  to  the  end  of  the  year,  in 
view  of  the  low  rates  of  foreign  currencies  in 
terms  of  the  United  States  dollar.  Of  wheat 
26,035,147  bushels  went  out  in  November,  25,- 
896,270  in  December,  and  218,280,231  in  the 
year  1920,  against  148,086,470  bushels  in  1919. 
The  value  of  breadstuffs  exported  was  greater 
in  1920  than  in  1919  by  $158,676,681,  but  of 
meats  and  dairy  products  less  by  $616,772,575. 

The  foreign  exchanges  gained  during  Jan- 
uary quite  decidedly,  which  is  not  what  might 
be  expected  in  view  of  the  large  trade  balances 


in  favor  of  the  United  States  in  recent  months. 
Those  who  are  in  contact  with  the  market  con- 
tinue to  hold  the  opinion,  repeatedly  expressed, 
that  much  of  recent  exports  was  bought  and 
the  exchange  to  cover  secured  in  the  summer 
or  early  fall  months. 

The  total  foreign  trade  of  Great  Britain  in 
]i)20  was  £3,2:2,301,147,  which  is  not  far  be- 
hind the  United  States  and  shows  a  net  in- 
crease of  exports  of  £226,344,752  over  1919. 

The  neutral  countries  of  Europe  have  had 
quantities  of  American  goods  in  warehouses 
upon  which  they  have  been  taking  heavy  losses 
as  moved,  and  have  not  completed  the  liquida- 
tion. 

The  opinion  is  held  in  some  quarters  that 
the  exchanges  were  unduly  depressed  in  the 
last  month  of  1920,  and  that  this  rally  is  a 
natural  reaction.  It  is  certainly  true  that  with 
anything  like  settled  conditions  the  natural 
flow  of  trade  and  investment  capital  would 
soon  greatly  reduce  the  premiums  now  pre- 
vailing. The  adverse  balance  of  trade  was 
very  much  less  for  all  the  European  countries 
in  1920  than  in  1919,  and  it  only  requires  con- 
tinued progress  in  the  same  directioii  and  an 
adjustment  of  governmental  revenues  to  ex- 
penditures, to  put  the  exchanges  on  a  fairly 
stable  basis. 

The  table  of  exchange  rates  is  as  follows : 

Rate  in  Rate  in  Change 

tlnit  cents  cents  from  Depre- 

Value  Jan.  27  Dec.  28  Par  ciation 

Canada    1.00             .90  .8550  .10  10% 

Germany    2382         .0182  .0136  .2220  92% 

Italy   1930         .0372  .0330  .1558  80% 

Belgium    1930         .0755  .0610  .1175  61% 

France     1930         .0720  .0680  .1210  68% 

England    4.8665  3,8450  3.51  1,0215  21% 

Switzerland 1930         .1597  .1515  .0333  17% 

Holland     4020         .3365  .3125  .0655  16% 

Denmark     2680         .1990  .1540  .0690  26% 

Norway     2680         .1903  .1640  .0777  29% 

Sweden    2680         .2195  .1970  .0485  18% 

Spain   1930         .1385  .1295  .0545  28% 

Argentine     9648         .7970  .7600  .1678  17% 

Japan     4985         .4865  .4800  .0120  2H% 

Demand  and  Time  Loans,  1920. 

Perhaps  our  readers  have  not  forgotten  that 
there  was  some  controversy  last  year  over  the 
interest  rates  upon  call  loans.  We  are  now 
able  to  give  the  average  of  renewal  rates  for 
every  month  in  the  year  for  demand  loans  and 
90-day  loans  on  stock  exchange  collateral,  as 
shown  by  the  records  of  the  stock  exchange. 
We  give  also  the  same  information  for  the 
year  1919. 

Demand  loans  90  day  loans 

1919  1920  1919  1920 

January    4.87  8.61  6.51  7.66 

February    6.02  9.38  5.61  8.78 

March    6.05  8.13  6.76  8.44 

April    — 6.36  7.43  5.84  8.31 

May    ™ 6.34  7.10  6.70  8.50 

June  6.30  7.47  5.94  8.31 

July „ 6.46  8.39  6.25  8.69 

August    5.30  7.26  6.36  9.00 


September   „ 5.62  7.07  6.03  8.48 

October   7.46  7.79  6.40  7.98 

Xovember    .„ „ 10.48  7.78  7.02  7.84 

December    8.08  7.00  7.60  7.34 

Average    6.27         7.78  6.17         8.26 

It  will  be  seen  by  the  above  figures  that  ex- 
cept for  a  few  months  in  the  last  half  of  1919 
and  early  part  of  1920  the  average  renewal 
rate  for  call  loans  was  lower  than  the  average 
rate  for  90  day  loans.  We  find  that  this  has 
been  true  of  the  average  in  every  year  since 
and  including  1908,  and  that  excepting  the 
years  1890,  1899,  1902,  1906  and  1907  it  has 
been  true  in  every  year  of  the'  last  thirty 
years.  This  explains  what  some  people 
unfamiliar  with  the  New  York  money  market 
have  never  been  able  to  understand,  to-wit :  Why 
anybody  dares  to  borrow  money  "on  call."  The 
explanation  is  that  so  much  money  is  always  for 
loan  on  call  that  there  is  seldom  any  difficulty 
in  getting  money  at  fair  rates.  The  fact  that 
the  renewal  rate  for  30  years  has  averaged  be- 
low the  90  day  rate  is  conclusive  evidence.  Oc- 
casionally when  money  is  being  withdrawn 
from  the  New  York  market,  there  is  a  pinch  in 
the  call  rate,  but  the  high  rates  last  for  so 
short  a  time  that  they  do  not  afTect  the  aver- 
age very  seriously.  Outsiders  who  are  not 
fatniliar  with  the  New  York  conditions  some- 
times are  misled  by  them. 

The  Clothing  Industry. 

One  of  the  industries  most  seriously  af- 
fected by  the  trade  reaction  is  that  of  cloth- 
ing manufacturers',  and  the  story  of  its  rise 
and  fall  since  the  Armistice  is  interesting  for 
the  lesson  in  price  movements  that  it  teaches. 

Ready  made  clothing  is  usually  made  upon 
order  from  the  trade  and  preparations  for  a  sea- 
son are  made  well  in  advance.  Light  weight 
cloth  for  spring  wear  is  ordered  of  the  mills  as 
early  as  the  previous  June,  samples  are  made  up 
and  in  October  salesmen  go  out  on  the  road  to 
take  orders  for  spring  garments.  The  manufac- 
ture of  the  garments  commences  some  time 
early  in  December  and  deliveries  to  the  retailers 
are  completed  by  the  following  March  and  are 
placed  on  sale  to  the  consumer  in  April.  The 
heavy  weight  cloth  for  winter  garments  is 
bought  from  the  mills  in  N(»vember,  the  line 
is  opened  in  April,  manufacture  is  commenced 
early  in  June  and  completed  in  the  fall  when 
the  retailers  place  the  goods  on  sale.  The 
manufacturer  is  thus  compelled  to  purchase  his 
material  from  nine  to  twelve  months  before  it 
reaches  the  consumer  and  from  four  to  six 
months  before  he  receives  his  orders  from  the 
retailer.  The  retailer,  of  course,  likewise  takes 
a  chance  for  he  must  anticipate  the  coming  de- 
mand of  the  consumer  as  best  he  can. 

Following  the  signing  of  the  Armistice  the 
outlook  for  business  seemed  extremely  poor. 
It  was  feared  that  general  business  was  going 


to  be  slack  and  that  the  demand  for  clothing 
would  not  be  great.  The  time  for  buying  cloth 
was  in  November,  the  month  of  the  signing  of 
the  Armistice.  The  manufacturers,  therefore, 
felt  that  it  would  be  prudent  to  buy  very  spar- 
ingly and  that  if  business  should  prove  better 
than  anticipated,  they  would  have  no  difficulty 
in  securing  cloth  in  the  open  market  later  in  the 
season.  The  retailers  took  the  same  view  of 
the  situation  and  were  conservative  in  placing 
their  orders. 

After-the-War   Boom. 

Contrary  to  these  general  expectations,  busi- 
ness proved  the  best  on  record  and  by  May 
a  veritable  clothing  famine  developed.  The 
soldier  boys  came  home  from  the  war  and  all 
wanted  citizen  clothes.  Retailers  rushed  to  the 
wholesale  clothing  markets  and  frantically  out- 
bid one  another  for  clothing.  Manufacturers  in 
turn  were  obliged  to  seek  cloth  in  the  open 
market  and  were  confronted  with  the  same  dif- 
ficulty of  securing  it.  The  demand  exceeded 
the  supply,  the  competitive  situation  drove  up 
prices,  there  being  no  difficulty  in  passing  ad- 
vances on  to  the  retailer  and  consumer. 

Labor,  likewise,  was  in  inadequate  supply 
and  the  same  competitive  situation  developed 
with  respect  to  it. 

The  New  York  market  where  about  60  per 
cent  of  the  total  supply  of  readymade  clothing 
is  made,  and  where  the  situation  is  highly  com- 
petitive, was  the  focus  of  the  situation.  Wages 
went  bounding  up  so  that  between  May  and 
December  of  1919  wages  in  New  York  rose 
from  100  per  cent  to  200  per  cent.  Pressers  who 
were  averaging  $20.00  per  week  early  in  1919 
were  receiving  as  much  as  $60.00  by  the  end  of 
the  year.  Tailors,  pocket  makers,  sleeve 
sewers  and  other  machine  operators  were  com- 
manding wages  ranging  all  the  way  from  $oO 
to  $75  and  $80  a  week.  Moreover,  piecework 
had  been  abolished  in  New  York  without  the 
substitution  of  any  standards  of  production, 
and  the  natural  thing  under  the  circumstances 
happened,  to  wit :  individual  efficiency  declined 
and  production  fell  off,  adding  still  more  to 
the  costs.  However,  the  demand  for  goods  and 
for  labor  was  so  great  that  everything  was  tol- 
erated, because  there  was  no  time  for  contro 
versies  over  costs  or  discipline,  and  the  charges 
could  be  passed  on  to  the  retailer  and  con- 
sumer. It  was  an  orgy  of  wage  and  price  in- 
flation, and  has  had  its  penalties. 

The  situation  was  unbalanced  and  abnormal, 
as  was  the  general  situation.  These  wage  ad- 
vances were  taking  place  when  butter  was  75 
cents  per  pound,  at  wholesale,  wheat  $3  per 
bushel,  corn  $1.50  per  bushel,  cotton  30  to  40 
cents  per  pound  and  other  things  in  proportion. 

In  other  clothing  centers,  such  as  Chicago 
and  Rochester,  where  manufacturing  is  car- 
ried on   in   large  modern  factories,  and  with 


less  of  contracting  in  small  shops,  the  situation 
did  not  run  wild  to  the  same  extent.  In  those 
cities  piece  work  was  maintained  to  a  consid- 
erable extent,  and  with  production  standards 
for  week  workers.  It  is  ^claimed  that  prices 
did  not  advance  as  much  in  these  markets, 
and  that  owing  to  the  unforeseen  rise  of  costs, 
profits   were    less    rather   than   above    normal. 

After-the-Boom  Slump. 

By  the  close  of  1920  the  situation  had  been 
completely  reversed.  When  the  orders  for 
heavy  weight  garments  were  being  placed  by 
retailers  last  April  business  was  booming;  the 
outlook  was  extremely  rosy,  and  the  retailers, 
not  wishing  to  be  caught  with  a  shortage  of 
goods  as  in  the  previous  year,  and  anticipat- 
ing that  their  orders  would  be  scaled  down, 
ordered  in  excess  of  their  real  wants.  The 
manufacturers  ordered  in  the  same  manner 
of  the  mills,  who  had  on  their  books  the 
greatest  season's  business  ever  known. 

Then  came  the  slow  Spring  sales.  A  panicky 
feeling  spread  among  the  retailers,  cancella- 
tions began  and  spread,  it  having  been  the 
established  custom  of  the  trade  to  accept  them 
up  to  the  time  that  cloth  had  been  cut  and 
work  on  the  orders  begun.  As  a  result  manu- 
facturers had  many  goods  left  on  their  hands 
and  the  mills  have  been  in  even  worse  plight. 

These  goods  have  been  moving  at  heavy 
sacrifice. 

The  Rochester  Situation. 

A  correspondent  describes  the  situation  in 
Rochester,  which  is  an  important  point  in  the 
industry,  as  follows : 

In  the.  Rochester  clothing  market  four  general  wage 
increases  took  place  within  fourteen  months  as  fol- 
lows: September  1918,  general  Increase  of  about 
16  per  cent;  April  1919,  reduction  of  hours  from  48 
to  44  per  week  and  an  increase  in  the  hourly  rate  of 
about  25  per  cent  for  week  workers  and  of  15  per 
cents  for  piece  workers;  August  1919,  average  in- 
crease of  10  per  cent;  and  December  1919,  increase  of 
about  22  per  cenL  The  total  increase  in  wages  thus 
amounted  to  over  75  per  cent.  In  addition  to  that 
there  were  numerous .  individual  increases  obtained 
by  what  we  call  the  "nibbling  process,"  which  indi- 
vidual workers  were  able  to  effect  under  the  threat 
of  leaving  employment  at  a  time  when  labor  was 
extremely  scarce  and  It  was  practically  Impossible 
to  replace  workers  in   key  positions. 

Last  August  although  the  downward  trend  In  the 
industry  had  already  clearly  set  in,  the  Union  pre- 
sented its  demand  for  an  increase  in  wages  in  all 
of  the  clothing  markets,  but  was  uniformly  turned 
down  by  the  arbitration  boards  in  all  the  markets. 
There  has  been  so  far  no  adjustment  of  wages 
downward.  There  have  been  individual  expressions 
of  opinion  among  manufacturers  favoring  that  course, 
but  none  of  the  manufacturers'  associations  in  the 
clothing  Industry  have  so  far  taken  any  official  action, 
fnder  the  agreement  with  the  Union,  no  Individual 
manufacturer  can  reduce  wages  on  his  own  initiative. 
The  reouest  for  a  reduction  in  wages  would  have  to 
be  made  ofllcially  by  the  Clothiers'  Exchange  to  the 
Amalgamated  Clothing  Workers'  Union.  It  goes  with- 
out saying  that  the  Union  would  object  and  that  the 
matter  would  go  to  arbitration.  Under  the  rules  pre- 
vailing in  our  market,  the  demand  could  not  be  pre- 
sented before  next  February,  and  if  a  decision  were 


rendered  (or  a  reduction  of  woses.  It  could  not  go  Into 
•Sect  before  next  May  when  the  heavy  weight  cloth- 
ing seaaon  begins.  Tn  other  words,  so  far  as  the 
Spring  season  Is  concerned,  which  starts  In  next 
month,  wages  will  have  to  be  maintained  at  the  old 
standard. 

This  looks  like  a  situation  where  the  "sta- 
bilization" of  an  industry  has  been  carried  to 
the  extent  of  depriving  it  of  the  ability  to 
adapt  itself  to  changing  conditions. 

New  York  City  SItuaUoa. 

In  New  York  City  the  manufacturers  are  in- 
sisting upon  a  return  to  piecework  or  the 
establishment  of  standards  of  production.  They 
are  also  standing  for  the  introduction  of  labor- 
saving  machinery  which  heretofore  has  been 
successfully  resisted  by  the  unions.  The  pro- 
prietors are  opening  shops  on  these  terms, 
and  with  piece  rates  which  they  contend  should 
yield  wages,  on  the  average  not  materially  less 
than  have  been  paid.  The  unions  are  resisting 
and  are  reported  to  have  raised  a  million  dol- 
lar strike  fund,  which  is  not  improbable,  in 
view  of  the  fact  that  they  gave  $250,000  to 
support  the  steel  strike.  It  is  only  a  few 
months  since  statements  were  given  out 
to  the  effect  that  they  were  about  to  enter 
business  on  their  own  account,  which  would 
seem  to  be  a  better  way  to  use  their  million 
dollars,  for  that  would  be  a  perfectly  legiti- 
mate way  to  get  rid  of  the  bothersome  em- 
ployers entirely. 

Men's  clothing  is  made  principally  in  New 
York,  Chicago,  Boston,  Rochester,  Baltimore 
and  also  at  Montreal.  Although  about  200,- 
000  are  normally  employed  in  this  line  in  these 
cities,  not  less  than  160,000  are  out  of  work 
today. 

There  seems  to  be  agreement  among  authori- 
ties in  the  trade  that  all  costs  are  destined  to 
come  down,  and  that  clothing  will  be  consid- 
erably cheaper  this  year  than  last.  Cloth, 
thread,  linings,  etc.,  which  have  fallen  de- 
cidedly, constitute  about  60  per  cent  of  the 
cost  of  clothing. 

A  Record  of  Prices. 


Mr.  Gilbert  K.  Chesterton,  a  noted  English 
writer  who  is  lecturing  in  this  country,  said  in 
his  first  lecture  that  he  had  come  seriously  to 
the  conclusion  that  the  most  profound  criticism 
of  the  education  and  culture  of  the  present 
time  was  to  be  found  in  an  utterance  which 
he  attributed  to  Artemus  Ward,  but  which  if 
we  are  not  mistaken  belongs  to  Josh  Billings : 
"It  ain't  so  much  people's  ignorance  that  does 
the  harm  as  their  knowing  so  darned  much 
that  ain't  so." 

This  is  suggestive  of  a  vast  amount  of  writ- 
ing and  talking  just  now  current  about  busi- 
ness conditions,  and  particularly  about  the 
manipulation  of  markets  against  the  farmers. 


The  following  paragraph  is  taken  from  a  re- 
cent article  in  a  weekly  publication  of  high 
class  and  large  circulation : 

The  markets  are  crowded  with  crops  at  one  season 
and  are  almost  empty  of  them  at  all  others.  This 
means  that  when  the  farmer  is  harvesting  his  year's 
return,  his  products  bring  him  in  the  least.  They  are 
bought  up  by  speculators  when  they  are  cheap  and 
when  the  farmer  must  sell  in  onltT  to  get  money  to 
pay  his  bills,  and  then  the  dealers  manipulate  the 
amount  they  will  let  loose  on  the  market  until  harvest 
time  comes  again,  and  at  prices  to  meet  their  own 
speculative  and  immoral  wishes. 

Mr.  George  H.  Johnston,  cashier  of  the  Citi- 
zens State  Bank  of  Wales,  North  Dakota,  had 
read  statements  of  this  kind  until  he  thought 
he  would  like  to  know  how  much  truth  there 
was  in  them.  He  did  what  it  is  charitable  to 
suppose  the  writers  had  never  done,  i.  e.,  he 
went  to  the  records  of  the  Department  of 
Agriculture  at  Washington  and  the  annual  re- 
ports of  the  Chicago  Board  of  Trade,  and  put 
the  results  of  his  inquiry  into  a  letter  which 
has  been  published  in  "North  Dakota  Banker." 
We  quote,  in  part,  below,  the  two  columns  of 
figures  together  covering  the  period  from  1901 
to  1919  inclusive : 

What  are  the  facts?  Has  the  price  of  wheat  been 
lower  in  the  fall  than  in  the  spring  and  in  case  it 
has  been  lower  is  the  difference  in  price  more*  than 
is  necessary  to  pay  for  interest  on  money,  insurance, 
shrinkage  of  wheat  ond  storage  room  for  the  wheat? 
You  can  find  the  answer  to  this  question  if  you  will 
study  the  tables  given  below. 

Column  One  gives  the  average  monthly  prices  tor 
the  ten-year  period,  1901-1910,  of  cash  wheat  In  Chi- 
cago. 

Column  Two  gives  the  average  farm  prices  for 
wheat  on  the  first  of  each  month,  1910-1919: 

Months:  One  Two 

1901-10  1910-19 

July  93.10  Jl.27.8 

August   92.1c  1.28.9 

September    - 92.7o  1.28.4 

October    92.3c  1.28 

November  »l.lc  1.81.1 

December 93.3o  1.80.2 

Average   price   for   six   months, 
July-December   92.4o  (1.29 

January  91.2c  11.20.6 

February „. „  98.6c  1.26.4 

March  „ »2.8c  1.26.6 

April   ..™ 92.80  1.27.1 

May    „ 95.6c  1.87.2 

June    ~ 96.7o  1.86.5 

Average   price   for   six   months, 
January-June    93.5c  $1.29 

Column  Three  gives  the  per  cent  of  wheat  marketed 
by  U.  S.  farmers  in  different  months. 

Column  Four  gives  the  per  cent  of  wheat  marketed 
by  North  Dakota  farmers  for  each  month  of  the  year. 

Months:  Three  Four 

July    12.6%  2.9% 

August    14.9%  6.2% 

September   16.8%  19.9% 

October    14.6%  19.8% 

November    10.9%  16.8% 

December    7.8%  10.6% 

Per  cent  of  grain  marketed  by 

farmers  in  six  months  period 

July-December  78%  76% 
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January    ._ 6.7%  6.8% 

February    _ 4.6%  4-6%    . 

March    3.3%  4.2% 

April   _ 3.6%  2.7% 

May    „ 3    %  2.7% 

June    ..„ „ 2.3%  4.4% 

Per  cent  of  grain  marketed  by 

farmers  in  six  months  period 

January-June    22^6  25% 

These  tables  show  that  for  the  years  1901-1910  the 
farmer  who  held  his  wheat  until  the  six  months  period 
Januarj'-June  received  only  one  and  one-tenth  cent 
more  per  bushel  than  the  farmers  who  sold  shortly 
after  harvest.  This  one  and  one-tenth  cent  would 
not  come  any  ways  near  paying  for  Interest  on  money, 
shrinkage  of  grain,  storage  and  Insurance. 

For  the  years  1910-1919  the  farmer  who  held  his 
wheat  until  the  six  months  period  January-June  re- 
ceived not  one  cent  moreper  bushel  than  the  farmer 
who  sold  shortly  after  harvest. 

In  the  past  twenty  years  the  North  Dakota  farmer 
who  marketed  his  wheat  in  November  and  December 
made  more  money  than  the  one  who  held  his  wheat 
until  spring. 

The  prevailing  idea  that  wheat  Is  always  much 
higher  in  the  spring  than  In  the  fall  is  fallacy  as  Is 
proved  by  these  tables. 

There  is  another  Idea  prevalent  which  is  proved 
fallacious  by  these  tables  and  that  is  the  idea  that 
the  grain  buyers,  speculators,  Chamber  of  Commerce, 
terminal  elevators,  millers  and  bankers  combine  to 
depress  prices  when  the  farmer  sells  and  boost  prices 
as  soon  as  the  wheat  is  out  of  the  farmers'  hands  and 
Into  the  hands  of  the  speculators. 

The  farmer  marketed  78%  of  his  wheat  In  the  six 
months  period,  July-December,  and  during  that  six- 
months  period  average  price  of  wheat  was  not  one 
cent  lower  than  during  the  other  six  months  period 
when  the  fanner  marketed  only  22%  of  his  wheat. 
(This  is  for  the  years  1910-1919.)  For  the  years  1901- 
1910  wheat  was  one  and  one-tenth  cent  lower  when 
the  farmer  marketed  78%  of  his  wheat,  but  this  mar- 
gin would  not  pay  for  expenses  of  holding  into  the 
next  six  months  period. 

No  honest  man  can  go  through  these  tables  and 
then  claim  that  the  Minneapolis  Chamber  of  Com- 
merce and  the  Chicago  and  Duluth  Boards  of  Trade 
fix  the  price  of  wheat  so  as  to  force  the  farmer  to 
accept  a  low  price  when  he  markets  his  grain  and 
then  boost  the  price  before  they  pass  it  on  to  the  con- 
sumer. Yet  I  have  heard  such  accusations  made  time 
and  again  not  only  by  farmers  but  by  bankers  and 
other  business  men. 

We  suggest  that  the  various  farmers'  or- 
ganizations study  these  figures  and  investigate 
them.  If  they  are  substantially  correct,  as  we 
have  reason  to  believe  they  are,  they  are  worth 
more  as  a  guide  to  action  than  all  the  theories 
and  opinions  with  which  they  are  over- 
whelmed. 

Meat  Packers'  Profits. 

The  Armour  and  Swift  reports  to  stockhold- 
ers show  that  each  of  these  companies  had  to 
go  into  the  surplus  accumulated  in  other  years 
to  pay  the  dividends  of  the  last  fiscal  year. 

Armour's  sales  aggregated  $900,000,000,  and 
the  statement  shows  that  the  operations  in  this 
country  resulted  in  a  net  loss,  but  including 
the  Armour  establishments  in  foreign  coun- 
tries netted  a  return  of  2.4  per  cent  on  the 
average  capital  investment  of  $231,000,000. 

The  Cudahy  Company  discontinued  divi- 
dends during  the  year,  and  reported  a  deficit 


which  was  charged  against  the  surplus  ac- 
cumulated in  other  years.  The  President  in 
his  annual  report  to  stockholders  stated  that 
this  outcome  was  due  to  losses  taken  upon 
products  on  hand,  and  added: 

The  farmer  who,  during  the  last  year,  sold  his 
fattened  cattle  at  less  than  he  paid  for  them  as  feed- 
ers, or  who  was  unable  to  realize  from  his  hogs  the 
value  of  the  high-priced  corn  used  to  fatten  them, 
should  bear  in  mind  that  the  packer  who  bought  them 
has  probably  sold  the  product  at  even  greater  loss.  In 
other  words,  the  packer  with  products  in  course  of 
preparation  or  cure  at  all  times  is  the  owner  of  what 
is  equivalent  to  many  thousands  of  cattle,  hogs  and 
sheep.  Pew  live  stock  producers  realize  that  declines 
in  live-stock  prices  affect  the  packer  to  a  much  greater 
extent  through  such  holdings  than  they  affect  any 
individual   producer. 

Swift  &  Company's  earnings  for  the  last  ten 
years,  as  reported  to  stockholders,  who  now 
number  about  40,000,  have  been  as  follows : 

Net  Net 

Front        Profit 
Net        on  Net        (plus 

Profit        Worth  Inter- 

per  Dollar     (Cap-  est  paid) 

Fiscal  of  Sales      ital  and  on  Total 

Years  Sales  (cents)       Surplus  Assets 

1911     $275,000,000  2.23  7.24  6.09 

1912  300,000,000  2.75  8.17  7.55 

1913  400,000,000  2.31  8.89  8.34 

1914  425,000,000  2.21  8.75  7.24 

1915  600,000,000  2.81  12.56  10.27 

1916  575,000,000  3.56  16.93  11.59 

1917  875,000,000  3.96  25.61  17.13 

1918     1,200,000,000  1.76  13.22  10.41 

1919    1,200,000,000  1.15  5.91  6.37 

1920     1,100,000,000  .44  2.17  3.79 

Ten  Year 
Average         685,000,000  2.07%       10.18%         8.26% 

These  figures  show  moderate  fluctuations 
before  the  war,  an  increase  of  profits  while 
business  was  being  done  upon  a  rising  scale  of 
prices,  and  the  decline  of  profits  since  the 
armistice,  with  the  price  movement  downward. 
The  big  year  in  the  business  was  1917,  when 
the  prices  of  live  stock  and  products  rose  rap- 
idly and  profits  were  enhanced  by  the  gains 
upon  stocks  on  hand.  These  gains  were  all 
lost,  however,  in  the  three  years  1918,  1919 
and  1920,  in  the  declines  which  then  occurred. 
The  average  profit  for  the  last  five  years  was 
less  than  for  the  five  years  1911-15. 

The  figures  show  how  an  increase  in  the 
volume  of  turnover,  although  accompanied  by 
only  a  small  increase  in  the  percentage  of 
sales'  profit,  will  yield  a  disproportionate  profit 
upon  capital. 

They  demonstrate  anew  that  the  meat-pack- 
ing business  is  conducted  upon  a  smaller  mar- 
gin of  profit  than  any  other  industry  which  is 
at  all  comparable  in  extent  of  organization, 
multiplicity  of  detail  and  degree  of  risk.  All 
income  contributing  to  the  profits  of  the  busi- 
ness, including'  that  from  by-products  and  the 
operation  of  private  car  lines,  is  taken  into 
this  account. 


The  Agricultural  Situation. 

\Vc  have  a  letter  from  a  business  man,  resi- 
dent in  New  Mexico,  and  well  informed  upon 
the  live  stock  and  other  interests  of  the  South- 
west, which  contains  so  many  suggestions 
pertinent  to  the  present  situation  that  we  give 
space  to  the  greater  part  of  it  herewith: 

Unfortunately  when  market  quotations  are  largely 
nominal  there  is  no  vehicle  for  information  suRlci- 
•ntly  reliable  to  convey  conviction  to  the  men  at  the 
bakd  of  nnanclal  circles,  who  must  know  the  actual 
tecta  in  order  to  devise  adequate  remedial  measures. 
For  a  year  past  I  have  been  heartsick  at  this  luck  of 
contact  between  facts  and  flnance. 

tieavlng  out  of  consideration  the  New  England  and 
Middle  Atlantic  States,  with  which  I  am  not  in  touch 
at  present,  it  Is  a  fact  that  at  the  farm  and  on  the 
ranse  values  of  staple  farm  products  and  livestock 
have  depreciated  very  much  more  than  thirty-three 
and  one-third  per  ci-nt.  Cotton,  corn,  wheat,  cattle, 
sheep,  wool  and  hides  are  today  below  pre-war  values 
to  the  producer.  This  condition  has  arisen  suddenly 
and  concurrently  with  advances  permitted  to  railway 
labor  and  freight  rates,  a  guarantee  of  6  per  cent 
earnings  to  the  railways,  and  a  tremendous  increase 
of  credits  to  the  producers  themselves,  partly  based 
upon  the  necessity  to  protect  loans  already  made: 
but  far  too  largely  in  expectation  of  a  continuation  of 
high  values. 

Many  of  our  friends  in  Congress,  as  it  appears  to 
me,  are  111  advised  in  the  character  of  criticism  upon 
the   handling   of    the   Federal    Reserve   system. 

A  prominent  banking  authority  in  addressing  the 
meeting  of  the  American  Farm  Bureau  Federation 
advocated  credits  to  enable  the  producer  to  hold 
farm  products  a  year  for  distribution  and  carry  over 
a  surplus.  I  consider  this  principle  wrong.  1  do  not 
believe  the  farmer  is  capable  of  being  also  a  distribu- 
ter, nor  do  I  believe  he  has  capital  enough  to  justify 
the  attempt  on  his  part  to  produce  two  crops  while 
carrying  one,  no  matter  what  credit  he  might  obtain. 
It  is  very  certain  that  the  range  or  farm  livestock 
producer  has  not  the  room  or  the  feed  to  attempt  it. 
He  must  sell  annually  and  some  one  else  must  dis- 
tribute. 

Take  wool  for  an  example  of  the  effect  of  such  a 
system.  The  grower  has  been  loaned  20  cents  per 
pound  to  hold  his  wool,  thus  increasing  the  strain  on 
the  Western  reserve  districts.  Naturally  his  ideas 
of  value  have  been  stiffened.  He  has  staid  off  the 
market.  The  factor  who  usually  bought  his  wool 
might  with  the  20  cents  credit  have  done  so  this  year. 
Relieved  of  this  burden  and  with  the  grower  out  of 
reach  he  has  become  an  importer.  Result — more  wool 
than  ever  on  hand — no  market  for  anyone.  All  hands 
face  bankruptcy  and  nobody  can  buy  clothes! 

We  are  not  suffering  from  lack  of  credit,  but  from 
the  abuse  and  wrong  application  of  Credit,  which 
have  been  the  two  largest  factors  in  unsettling  sound 
business  and  destroying  confidence.  Confidence  once 
destroyed  is  most  difncult  to  restore,  especially  when 
It  faces  such  appalling  losses  in  values  of  all  collateral 
for  debts  already  Incurred  as  It  does  throughout  the 
nation  at  the  present  time. 

President  Hagenbarth's  statement  to  the  Ways  and 
Means  Committee  that  throughout  the  West  present 
Indebtedness  upon  sheep  is  six  dollars  to  twelve  dol- 
lars, average  nine  dollars,  upon  cattle  thirty  dollars  to 
sixty  dollars,  avernee  thirty-five  dollars,  must  be  very 
close  to  correct.  Ewes  on  the  market  have  netted  as 
low  as  32  cents  a  piece;  cows  shipped  from  here  net- 
ted $13.50  each  on  Kansas  City  market.  On  such  mar- 
kets even  at  top  figures  for  range  stock  we  can  not 
liquidate  even  enough  to  meet  current  expenses. 
Naturally  there  are  no  range  sales.  Where  and  when 
can  we  get  off? 

Surely  present  experience  demonstrates  that  the 
elasticity  for  inflation  of  the  Federal  Reserve  system 
Is  a  double  edged  sword  without  proper  direction  and 
control.  It  Is  dangerous  for  the  average  banker,  if 
not  even  for  the  expert. 


Am  I  wrong  when  I  conclude  that  civilization  has 
reache<l  the  stage  where  some  fundamental  differen- 
tiation must  be  provided  between  credits  for  the  pro- 
duction and  the  distribution  of  the  necossilles  of  ex- 
istence and  credits  for  luxuries,  fads  and  fancies,  or 
our  whole  financial  structure  will  be  overturned?  We 
must  so  safeguard,  by  adetjuate  tlnancing,  food,  cloth- 
ing and  housing  that  we  can  properly  rostrlct  waste 
and  idle  luxuries  in  time  of  need  without  hitting 
everyone  with  the  same  rediscount  club  unless  he  can 
dodge  it,  which  the  gambler,  protligate  and  profiteer 
can  always  do,  and  leave  it  to  the  producer  and  legiti- 
mate business  man  to  go  to  the  hospital  or  grave- 
yard. 

The  first  requisite  is  a  correct  moral   attitude   ' 
ward  the  problem  and  not  the  present  widespread  at- 
titude of  "every  one  for  himself  and   the  devil   take 
hindmost,"  evidenced  ad  nauseam  by  profiteering  and 
its  twin,  cancelitls. 

Longer  term  and  cheaper  credits  are  needed  for  the 
producer  to  meet  the  unavoidable  expense  and  risk 
of  production  so  that  one  crop'disaster  will  not  put 
him  in  the  discard. 

The  best  minds  of  the  country  must  also  devise  an 
adequate  financial  system  for  distribution  of  these 
same  necessities  of  existence:  so  that  this  load  may 
be  lifted  from  the  producer  and  not  be  dropped  upon 
him  without  warning  as  has  been  done  this  time. 

Is  not  the  present  cataclysm  severe  and  widespread 
enough  to  convince  every  thinking  man  that  not  only 
is  emergency  treatment  neecled  to  relieve  the  present 
economic  pressure  upon  agriculture  and  livestock;  and 
to  pro  rale  equitably  the  losses  necessary  to  restore 
our  economic  equilibrium;  but  that  adequate  perma- 
nent protection  must  be  provided  against  a  re- 
currence of  this  p>TamldinK  of  losse.s  upon  the  pro- 
ducer by  all  other  commercial  interests  in  time  of 
stress  under  the  delusion  that  while  he  cannot  es- 
cape everyone  else  can? 

Does  not  our  present  banking  system,  based  upon 
rapid  turnover  and  short  time  paper,  inevitably  bring 
about  this  combination  and  this  result,  especially 
when  credit  is  refused  to  all  those  interests  which 
usually  hold  as  intermediaries  for  the  orderly  dis- 
tribution  upon   the  markets? 

One  of  the  most  significant  utterances  in 
this  letter  is  the  statement  that  the  first  requi- . 
site  for  sound  social  conditions  is  a  correct 
moral  attitude  toward  theni.  When  every- 
body is  willing  to  guide  his  actions  by  policies 
that  will  serve  the  interests  of  the  community 
to  the  best  advantage,  conditions  will  be  far 
better  for  everybody.  Ignorance  of  mutual 
interests  of  course  causes  most  of  the  trouble. 
It  caused  the  war,  and  the  disorder  in  Europe 
which  has  delayed  recovery  from  the  war.  It 
has  prevented  this  country's  doing  all  that  it 
might  do  in  aiding  the  recovery  of  Europe, 
and  our  failure  to  give  such  aid  has  reacted 
upon  our  own  business  situation. 

It  is  perfectly  true  that  greater  considera- 
tion should  be  given  to  the  provision  of  capital 
and  credit  for  the  production  of  necessities 
than  for  "luxuries,  fads  and  fancies,"  but  that 
responsibility  cannot  be  placed  upon  a  few,  or 
upon  a  single  class,  such  as  the  bankers.  The 
public  would  rebel  if  the  exercise  of  arbitrary 
power  by  the  bankers  was  carried  very  far. 
We  grant  that  the  bankers  should  direct  their 
support  so  far  as  practicable  to  this  end,  and 
we  believe  that  very  generally  they  give  such 
preference.  But  bankers  have  only  a  limited 
control  over  the  funds  in  their  keepinij.  The 
people  who  own  the  bank  deposits  have  the 
real   control   over  their   use.     As  a   rule   the 
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depositors  are  also  the  borrowers.  They  have 
the  first  claim  as  borrowers.  A  depositor, 
whether  an  individual  or  a  corporation,  ex- 
pects to  have  borrowing  accommodations  rea- 
sonably corresponding  to  credit  balances 
and  responsibility,  and  if  not  accorded  them  at 
one  bank  will  look  for  them  elsewhere.  More- 
over, if  people  cannot  borrow  of  banks  they 
will  borrow  of  individuals.  Any  banker  will 
testify  as  a  common  experience,  that  when  he 
ceases  to  make  loans  the  applicants  will  bor- 
row of  his  depositors.  A  bank  begins  to  lose 
its  deposits  from  the  day  that  it  begins  to 
curtail  credit  accommodations. 

Social  Responsibility  Is  Widespread. 

Our  correspondent's  idea  of  social  responsi- 
bility is  sound,  but  it  is  impossible  to  concen- 
trate that  responsibility  upon  a  few,  or  for  the 
government  to  assume  it.  The  great  body  of 
the  people  must  share  in  it,  and  shape  their 
thinking,  their  actions,  their  habits,  their 
spending  accordingly.  Nobody  can  do  very 
much  for  the  people  but  the  people  them- 
selves. They  must  understand  the  interest 
they  have  in  sound  public  policies,  and  that 
there  can  be  no  sound  public  policies  without 
their  co-operation. 

It  is  deplorable  that  so  much  should  be 
wasted  in  vulgar  display  and  indulgences  that 
are  harmful  instead  of  beneficial,  but  it  is  a 
very  doubtful  policy  to  attempt  to  regulate 
personal  expenditures.  After  all  is  said,  if 
that  is  what  people  want  it  is  what  they  will 
work  for,  and  is  an  incentive  to  their  efforts. 
One  person  works  for  the  purpose  of  grati- 
fying one  ambition,  and  another  person  to 
gratify  a  wholly  difTerent  ambition.  What 
appeals  to  one  does  not  appeal  to  another,  and 
would  not  prompt  another  to  exert  himself. 
The  main  thing  is  that  everybody  shall  exert 
himself  to  render  some  kind  of  service  in 
exchange  for  that  which  he  wants.  In  other 
words,  it  is  necessary  that  everybody  shall 
have  an  incentive,  and  considerable  latitude 
must  be  allowed  to  individual  choice. 

We  have  swung  from  a  state  of  abnormally 
heavy  demands  and  activity  to  a  state  of  ab- 
normally light  demands  and  depression,  both 
the  effects  of  popular  impulse.  It  is  unfor- 
tunate that  in  a  time  of  full  employment,  good 
wages  and  general  jjrosperity,  more  provision 
should  not  be  made  for  bad  times  that  may 
follow,  but  individuals  should  make  such  pro- 
visions for  themselves.  If  every  business 
man  in  good  times  would  be  cautious  enough 
to  accumulate  reserves,  and  each  individual  in 
the  management  of  his  personal  affairs  would 
do  the  same,  not  only  would  they  provide  pr^r- 
tcction  for  themselves  in  periods  of  depres- 
sion, but  they  would  prevent  the  recurrence 
of  periods  of  depression  by  giving  stability  to 
industry  and  to  the  buying  power  of  the  public. 


It  is  even  more  important  that  people  shall 
develop  character  than  that  they  shall  be  com- 
fortable, and  that  requires  that  they  shall  ex- 
ercise forethought  and  the  resolution  to  care 
for  themselves. 

What  our  correspondent  says  about  the 
amount  of  capital  required  to  finance  the  dis- 
tribution of  the  crops  and  the  inability  of  the 
farmers  to  supply  it  is  very  pertinent  to  some 
of  the  elaborate  plans  now  under  consid- 
eration. 

The  banks  cannot  undertake  to  finance  such 
a  system  of  long  credits,  for  the  reason  that 
the  banks  are  handling  funds  which  belong 
to  depositors.  The  banks  cannot  undertake  to 
pay  all  deposits  on  demand  and  then  loan  the 
funds  for  indefinite  periods.  For  the  banks  to 
agree  to  allow  loans  to  run  until  it  suited  the 
convenience  of  borrowers  to  pay  them,  would 
put  an  end  to  the  banking  business,  because 
nobody  would  deposit  any  funds  under  such 
conditions.  The  funds  must  be  loaned  under 
conditions  which  insure  continuous  liquida- 
tion. Long  term  credits  should  be  supplied  by 
investors,  who  naturally  will  insist  upon  ample 
security  to  cover  all  possible  fluctuations  of 
the  markets,  with  storage  facilities  which  give 
protection  against  deterioration  of  the  prod- 
ucts. 

Speculation  in  Farm  Products. 

A  great  many  farmers  are  convinced  that 
their  interests  as  producers  are  adversely  af- 
fected by  speculation  in  farm  products,  and  an 
active  campaign  is  on  to  curtail  the  operations 
of  the  grain  and  cotton  exchanges,  particu- 
larly the  trading  in  futures,  or  making  of 
contracts  for  future  delivery.  A  summary  of 
resolutions  adopted  at  the  recent  convention 
of  the  American  Farm  Bureau  Association  says 
among  other  declarations  that  the  farmers 
want  more  credit  available  for  aiding  produc- 
tion and  less  for  aiding  speculation. 

Speculation  has  a  bad  name  because  the  ex- 
cesses of  trading  are  always  called  by  that 
name,  while  the  same  kind  of  trading  carried 
on  to  a  moderate  and  beneficial  extent  is  not 
called  speculation.  It  is  called  investment  buy- 
ing or  legitimate  dealing. 

Are  the  farmers  sure  that  at  the  present 
time  they  are  more  in  need  of  credit  to  pro- 
mote production  than  to  support  speculation? 
The  cotton-growers  are  so  intent  upon  reduc- 
ing production  that  they  are  asking  the  bank- 
ers to  refuse  credit  to  all  farmers  who  will 
not  agree  to  curtail  the  acreage  in  cotton 
from  one-third  to  one-half.  Cotton  is  low 
because  of  a  lack  of  buyers  who  will  take  it 
off  the  present  market  and  carry  it  for  con- 
sumption in  the  future.  In  other  words,  there 
is  a  lack  of  speculative  interest  in  cotton,  and 
the  grains  as  well.     The  outlook   for  world 
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consumption  is  not  sufficiently  encouraging  to 
induce  investment,  or  speculation,  whichever  it 
may  be  called,  and  prices  suffer  in  conse- 
quence. And  not  only  has  the  speculator  failed 
to  support  the  markets,  but  it  is  charged  that 
he  has  depressed  them  by  selling  cotton  and 
grain  short,  or  in  other  words,  he  has  entered 
into  contracts  to  deliver  given  quantities  of 
these  commodities  at  future  dates,  before  ac- 
quiring them.  The  grievance  against  the  spec- 
ulator is  that  he  has  not  been  speculating  in 
the  desired  way.  It  is  an  old  story  that  we 
are  prone  to  be  impatient  with  people  whose 
ideas  and  policies  run  counter  to  our  own  opin- 
ions, particularly  if  we  think  our  interests  are 
adversely  affected.  It  is  well  to  be  on  our 
guard  against  such  impulses. 

The  Unavoidable  Market  Uncertainties. 

The  service  of  the  speculator  in  the  distribu- 
tion of  products  is  in  carrying  them  from  the 
time  they  are  ready  for  market  until  they  are 
disposed  of  to  consumers.  It  is  a  service  quite 
distinct  from  that  of  production.  Farm  prod- 
ucts are  grown  and  consumed  all  over  the 
world,  and  for  most  of  them  the  prices  are 
subject  to  world  conditions.  Notwithstanding 
all  that  is  said  about  manipulation,  price  move- 
ments are  controlled  in  the  main  by  the  rela- 
tions of  supply  and  demand.  The  farmers  as 
a  rule  wish  to  sell  their  crops  soon  after  they 
are  harvested,  in  order  that  they  may  have  the 
use  of  the  proceeds.  Moreover,  the  individual 
farmer  is  too  busy  farming  to  be  able  to  keep 
himself  closely  informed  upon  all  the  condi- 
tions that  affect  supply  and  demand,  and  there 
is  more  risk  to  him  in  carrying  his  product 
for  a  future  market  than  there  is  to  a  dealer 
who  makes  it  his  business  to  keep  posted. 

Whoever  carries  products  for  a  future  mar- 
ket is  taking  risks,  and  therefore  must  be 
classed  as  a  speculator.  It  is  impossible  to 
eliminate  the  speculative  factor,  because  there 
is  always  uncertainty  about  future  supplies. 
As  late  as  the  1st  of  last  June  the  government 
reports  upon  the  progress  of  the  cotton  crop 
indicated  a  yield  of  only  about  lO.OOO.CXX)  bales, 
and  yet  the  crop  has  yielded,  according  to 
government  estimate,  about  13,000,000  bales, 
an  increase  over  the  June  1st  estimate  of 
nearly  30  per  cent.  The  Census  Bureau's 
latest  report  of  ginnings  shows  12,016,000 
bales  ginned  to  January  16,  against  10,307,000 
bales  ginned  to  January  15,  last  year,  and 
these  figures  are  considered  as  bearing  out  the 
government's  December  estimate  of  the  crop. 
A  turn  like  that  is  bound  to  cause  price  fluctu- 
ations. Last  year  the  crop  was  11,521,000 
bales. 

A  similar  change  took  place  in  the  winter 
wheat  crop.  Early  in  the  spring  it  looked  as 
though  the  wheat  crop  in  Kansas  and  other 
Western  States  would  be  nearly  a  failure,  but 


timely  rains  brought  a  remarkable  recovery, 
and  that  section  produced  the  second  largest 
crop  it  ever  made.  On  the  other  hand  the 
spring  wheat  crop  was  at  first  very  promising, 
but  later  suffered  serious  deterioration  in  qual- 
ity. After  the  American  crop  was  harvested, 
unusually  good  crops  in  Australia  and  Argen- 
tina had  an  important  influence  upon  prices  in 
this  country  as  well  as  elsewhere,  and,  finally, 
the  buying  power  of  the  countries  of  Europe 
to  which  the  surplus  of  all  other  countries 
must  be  sold,  has  been  an  important  factor  in 
prices. 

Within  the  last  month  the  Canadian  govern- 
ment estimate  of  the  wheat  crop  in  that  coun- 
try has  been  reduced  30,000,000  bushels  below 
the  estimate  made  about  November  1st.  It 
now  stands  at  263,000,000  bushels,  while  in 
1919  the  final  estimate  was  193,000,000  bush- 
els, from  a  larger  acreage. 

Professor  G.  F.  Warren  of  Cornell  Univer- 
sity, in  a  statement  made  a  few  days  ago  be- 
fore the  Senate  Finance  Committee,  said: 

In  the  past  flfty-flve  years  there  have  been  but 
three  years  when  the  combined  average  yields  per 
acre  of  corn,  oats,  wheat,  barley,  rye  and  buckwheat 
were  as  high  as  this  year.  The  average  pounds  per 
acre  of  these  six  grains  was  1,333  this  year.  This  is 
14  per  cent  above  last  year  and  14  per  cent  above  the 
four-year  average;  46  per  cent  above  the  drouth  year 
of  1901. 

The  three  drouth  years  of  1890,  1894  and  1901  pro- 
duced 920,  934  and  913  pounds  respectively.  If  a 
drouth  comes  before  the  world  gets  readjusted  it  will 
be  extremely  serious,  and  particularly  if  it  should 
be  in  a  year  when  the  acreages  planted  are  low. 

All  of  these  changing  influences  have  been 
affecting  markets  throughout  the  past  year. 
The  business  of  dealing  in  grain,  or  any  prod- 
uct of  the  soil,  is  speculative  in  the  same  sense 
that  the  production  of  these  commodities  is 
speculative,  i.  e.,  it  is  involved  in  uncertainties. 

Services  of  the  Speculator. 

Nevertheless,  it  is  less  speculative  to  a  pro- 
fessional dealer,  who  makes  it  his  business  to 
be  informed  upon  the  progress  of  the  crops 
over  the  world,  the  amount  in  store,  and  pros- 
pective demands,  than  for  one  who  does  not 
qualify  himself  in  this  manner.  And  so  there 
have  developed  professional  grain  and  cotton 
traders  in  all  countries,  who  buy  and  sell  these 
products  for  future  delivery.  They  are  spe- 
cialists, who  know  the  conditions  and  haz- 
ards of  the  business,  as  the  prospector  for  gold 
or  oil  hidden  under  the  surface  of  the  earth 
knows  the  conditions  and  risk  with  which  he 
must  deal.  It  is  a  peculiarly  suitable  field  for 
a  specialist,  and,  in  this  as  in  every  other 
case  where  a  want  exists,  men  are  developed 
with  special  talents,  training  and  experience  to 
meet  the  need.  They  know  how  to  reduce  the 
risks  to  the  minimum,  to  hedge  and  protect 
themselves  in  various  ways  so  that  they  are 
protected  by  the  law  of  averages. 
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Speculating  vs.  aambling. 

Of  course  it  is  true  that  a  large  share  of 
the  trading  in  futures  is  done  by  persons  who 
have  not  these  qualifications.  Anybody  may 
use  the  market  facilities.  No  educational 
qualification  is  required,  nor  do  would-be 
traders  have  to  pass  any  test  of  intellectual 
development,  such  as  were  applied  to  enlist- 
ing soldiers,  and  which  showed  that  a  large 
percentage  of  the  grown  population  has  only 
the  mental  development  of  a  fourteen-year- 
old  boy.  And  so  a  great  many  people  essay  to 
speculate  on  the  exchanges,  tempted  by  the 
fact  that  the  action  is  speed)',  and  they  lose 
money,  as  they  do  in  buying  "blue  sky"  stock 
and  making  othjr  investments  for  which  they 
have  no  qualifications.  The  opportunities  for 
losing  money  in  the  business  world  are  so 
numerous  that  they  will  not  be  materially  les- 
sened by  any  action  that  can  be  taken  relative 
to  grain,  cotton  and  stock  exchanges,  and  it 
is  unreasonable  that  legitimate  business  should 
be  denied  useful  facilities  because  many  people 
do  not  know  how  to  use  them. 

There  is  no  way  of  distinguishing  by  law  be- 
tween the  operations  of  this  uninformed  class 
and  those  of  the  skillful  traders.  The  act  of 
buying  or  selling  is  the  same  whether  it  is 
the  result  of  intelligence  and  careful  calcula- 
tion or  mere  gambling,  whether  it  is  with  or 
without  intent  to  make  or  take  delivery. 

Moreover,  the  expectation  to  make  or  take 
delivery  is  not  an  important  factor  in  a  trans- 
action. The  buyer  buys  because  he  thinks  the 
commodity  will  be  higher  or  sells  because  he 
thinks  it  will  be  lower,  and  his  purpose  is  real- 
ized when  a  movement  takes  place  which  en- 
ables him  to  close  out  at  a  profit.  While  under 
contract  he  is  under  all  the  obligations  of  a 
buyer  or  seller,  and  must  make  or  take  delivery 
unless  he  can  transfer  his  obligations  to  an- 
other. 

The  operations  of  even  the  gambling  trad- 
ers is  to  broaden  the  market,  which  on  the 
whole  is  not  to  the  disadvantage  of  the 
market.  There  is  what  is  known  as  a  runaway 
market,  which  is  always  a  bull  market  domi- 
nated by  the  speculative  public  rather  than 
by  the  well-informed  professional  element. 
The  balancing  and  constructive  force  in  the 
market  is  the  body  of  well-informed  traders, 
who  come  as  near  to  knowing  actual  condi- 
tions as  it  is  possible  to  approximate. 

The  Service  of  the  Exchange. 

The  service  of  the  Exchanges  and  of  the 
traders  is  in  providing  a  market  at  all  times — 
not  simply  a  market  as  the  commodities  are 
needed  for  immediate  consumption,  but  a  mar- 
ket that  will  carry  a  surplus  and  maintain 
fairly  uniform  prices,  changing  conditions  con- 
sidered, throughout  the  year.  Every  plan  to 
eliminate  transactions  and  narrow  the  market 
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for  if  the  market  was  declining  ev 
tion  may  have  been  at  a  loss.    Wha  i5-yr.  6%% 
would  it  make  if  the  loss  represei  ^^■*^-   ^""^ 
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persons  or  all  taken  by  one,  or  if  the  pi  and  in- 
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The  really  significant  thing,  from  the  mark^ 
standpoint  is  that  so  many  people  were  inter- 
ested in  the  market,  and  ready  to  buy  or  sell. 

The  truth  is  that  the  Chicago  market  is  the 
chief  hedging  market  for  dealers  and  millers 
over  the  world.  The  trading  there  is  related 
to  the  grain  and  flour  business  of  the  world, 
and  not  merely  to  the  crops  of  this  country. 

The  markets  fluctuate  as  we  have  seen,  be- 
cause conditions  are  always  changing,  and  sell- 
ers as  well  as  buyers,  farmers  as  well  as  trad- 
ers, are  quick  to  want  price  changes  if  condi- 
tions change  in  their  favor. 

It  is  better  to  have  a  fluctuating  market 
than  no  market  at  all.  Some  of  the  most 
bitter  complaints  in  recent  months  have  al- 
leged that  farmers  could  not  get  a  bid  for 
their  products.  There  have  been  times  in  the 
last  six  months  when  wool-growers  have  said 
there  was  no  market  for  their  products,  which 
is  worse  than  anything  said  of  the  cotton  mar- 
ket. 

Advantages  of  a  Broad  Market. 

It  is  desirable  to  have  a  broad  market,  that 
is,  a  market  in  which  many  possible  buyers 
are  interested,  which  affords  convenient  facili- 
ties for  buying  and  selling,  and  which  is  open 
and  readily  accessible  to  traders  from  outside 
any  one  city  or  country.  These  facilities  the 
grain  and  cotton  exchanges  afford.  They  are 
nothing  but  organizations  which  provide  meet- 
ing places  for  buyers  and  sellers,  and  establish 
rules  for  safe-guarding  transactions.  The  im- 
portant markets  of  the  world  are  in  telegraphic 
touch  with  each  other,  and  react  upon  each 
other.  Subject  to  transportation  costs,  they 
cannot  stay  long  out  of  line  with  each  other. 
It  is  a  mistake  to  think  that  the  traders  act  to- 
gether, or  in  any  general  sense  conspire  to  put 
prices  up  or  down.    In  view  of  the  number  of 
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consumption  is  not  su  of  traders  in  each  mar- 
induce  investment,  orjf  the  markets,  that  would 
may  be  called,  and  facilities  of  the  exchanges 
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-..  ^.o  hedge  against  the  sale  of  flour  in 
.  fj  of  manufacture,  by  selling  wheat  for 
J  e  delivery.  This  arises  from  the  fact  that 
..^  difference  between  cash  wheat  and  the  fu- 
jire  deliveries  is  fairly  uniform  and  so  also 
is  the  margin  between  wheat  and  flour.  A 
miller  buys  wheat  today  for  manufacture  into 
flour,  selling  wheat  for  future  delivery ; 
if  the  price  of  flour  declines,  the  price  of  wheat 
will  almost  certainly  be  lower,  and  he 
will  have  a  profit  on  his  "short"  sale  that  will 
approximately  ofTset  his  loss  on  flour.  The 
industry  of  manufacturing  flour  is  rendered 
less  speculative  because  professional  specu- 
lators or  dealers  in  futures,  are  willing  to  carry 
the  inevitable  risks  that  attach  to  the  business. 

It  is  a  common  thing  for  bankers  lending 
money  to  grain  dealers  and  flour-millers  to 
make  it  n  condition  that  all  transactions  shall 
be  covered  by  definite  contracts  or  hedges. 

To  some  extent  the  same  practice  has  devel- 
oped in  the  cotton  goods  industry,  the  manu- 
facturer protecting  himself  in  making  up  goods 
by  selling  raw  cotton  for  future  delivery.  If 
goods  decline  raw  cotton  will  almost  certainly 
decline  also,  and  on  the  other  hand  if  both 
goods  and  cotton  advance,  the  margin  be- 
tween them  probably  will  remain  about  the 
same. 

Effect  of  Hedging  and  Short-Selling. 

Every  hedge  sale  in  the  central  market  is 
against  a  purchase,  and  followed  by  a  subse- 
quent purchase  when  the  liquidating  sale  is 
made,  provided  delivery  is  not  made  on  the 
original  sale.  Any  one  who  follows  the  mar- 
ket reports  from  day  to  day  will  note  that  the 
buying,  or  removal  of  hedges,  is  often  men- 
tioned as  an  important  factor  supporting 
prices. 

The  same  is  true  of  "short"  sales.  The  seller 
of  grain  for  future  delivery  is  under  contract 
to  deliver  and  must  make  good  or  suffer  loss. 
By  the  terms  of  his  contract  he  has  obligated 
himself  to  buy  if  he  does  not  already  possess 


the  quantity  he  is  selling,  a  fact  that  seems  to 
be  overlooked  by  the  critics  of  the  transaction. 
There  is  nothing  inherently  wrong  about 
an  engagement  to  sell  and  deliver  a  given  quan- 
tity of  any  commodity  at  a  future  date,  even 
though  the  seller  does  not  possess  the  stated 
amount  at  the  time  of  entering  upon  the  con- 
tract. He  undertakes  to  procure  and  deliver 
it,  as  a  contractor  undertakes  to  build  a  house, 
or  supply  coal,  or  provide  food  for  a  body  of 
soldiers  or  laborers  at  a  given  date  or  over  a 
period  of  time.  He  pays  a  sum  of  money  or 
furnishes  security  that  he  will  fulfill  his  obli- 
gation. 

The  Freedom  of  the  Markets. 

The  point  of  the  whole  controversy  is  in  the 
freedom  of  the  markets.  Nothing  is  to  be 
gained  by  restricting  the  markets.  The  theory 
that  it  is  necessary  in  order  to  protect  the 
farmers  from  manipulation,  is  a  mistake,  for 
the  effect  will  be  to  deprive  them  of  markets. 
Their  best  protection  is  in  broad,  open,  mar- 
kets. Traders  cannot  be  compelled  to  always 
support  the  markets ;  if  they  are  to  trade  at  all 
they  must  be  allowed  to  express  their  judg- 
ment. The  idea  of  abolishing  the  exchanges, 
or  limiting  the  number  of  people  who  may 
trade  in  them,  or  the  volume  of  transactions,  or 
the  kind  of  bona  fide  contracts  they  may  make 
with  each  other  for  the  sale  and  delivery  of 
products,  is  calculated  to  destroy  or  limit  the 
usefulness  of  market-places  and  impair  the 
reliability  of  the  market.  There  is  safety  in 
numbers,  and  always  a  presumption  in  favor 
of  freedom  as  against  arbitrary  governmental 
regulation,  which  is  seldom  expert. 

As  a  matter  of  fact  the  commodities  traded 
in  ui)on  the  exchanges  have  fallen  no  faster  or 
farther  than  commodities  not  traded  in,  but 
have  fared  quite  as  well  or  better,  as  witness 
comparisons  with  wool,  rubber,  copper,  rice 
and  live  stock. 

The  fact  that  in  the  absence  of  a  market 
things  do  not  fluctuate  as  much  as  they  do  in 
an  active  market  is  not  to  be  taken  as  proving 
that  it  is  better  not  to  have  a  market.  It  is 
sometimes  said  that  simple  real  estate  mort- 
gages are  a  better  investment  than  bonds,  be- 
cause the  quotations  of  the  latter  show  a  heavy 
decline  in  recent  years.  According  to  that 
argument  any  mortgage  or  promissory  note 
may  be  better  than  a  government  bond.  The 
latter  has  declined  because  there  is  a  market 
which  enables  it  to  be  sold  if  the  owner  wants 
to  sell,  and  the  price  has  declined  because  so 
many  are  wanting  to  sell.  Mortgages  are  not 
quotably  lower,  because  there  is  no  market  for 
them. 

It  is  probably  true  that  short  selling  was  a 
factor  in  the  rapid  decline  of  wheat  last  fall, 
but  the  real  cause  was  the  unusual  promise  of 
the  growing  crops  in  Argentina  and  Australia. 
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That  influence  was  bound  to  make  itself  felt 
and  was  as  effective  in  weakening  the  buying 
side  as  in  stimulating  short-selling. 

Stabilizing  the  Market. 

Undoubtedly  it  is  desirable  to  have  the 
greatest  possible  stability  in  prices,  and  in- 
quiry into  all  the  conditions  affecting  the  mar- 
kets is  to  be  encouraged,  but  the  proposal  to 
control  the  production  and  marketing  of  farm 
products  so  that  a  farmer  will  know  when  he 
plants  his  crop  what  he  will  get  for  it,  and 
always  be  assured  of  a  fair  profit,  will  be  foimd 
attended  in  execution  by  very  great  difficulties. 

It  involves  disconnecting  markets  and  prices 
in  the  United  States  from  markets  and  prices 
in  other  countries,  which  would  mean  the  dis- 
continuance of  agricultural  export  or  imports, 
or  else  includes  the  task  of  stabilizing  prices 
all  over  the  world.  The  only  way  prices  can 
be  maintained  is  by  standing  ready  to  take  and 
pay  for  all  the  commodities  ofl^ered  at  the  fixed 
price.  It  would  seem  to  involve  a  regulation 
of  the  acreage  in  each  crop,  and,  on  account  of 
the  fluctuations  in  yield,  large  reserves  in 
store  to  equalize  supplies  from  year  to  year. 
Evidently  very  large  capital  would  be  required 
for  such  an  undertaking,  and  the  responsibili- 
ties of  the  management  would  be  very  great. 

Unless  the  grower  receives  a  higher  price 
on  a  small  crop  than  on  a  large  one,  he  will 
not  be  assured  of  a  profit,  which  seems  to  for- 
bid the  idea  that  prices  can  be  alway^  uni- 
form. Again,  if  the  farmers  of  one  state  have 
a  good  crop  and  those  of  another  state  a 
short  one,  it  will  hardly  be  practicable 
to  provide  a  uniform  profit  for  both  at  the 
same  price.  In  view  of  the  very  wide  varia- 
tions in  costs  and  profits,  and  the  many  rea- 
sons for  them,  probably  the  plan  would  not  go 
beyond  an  attempt  to  name  prices,  yielding  a 
fair  average  profit,  but  how  would  that  be 
calculated?  We  have  seen  that  in  official  cal- 
culations of  costs  land  charges  account  for 
about  one-halt  the  total.  What  land  values 
would  be  adopted  as  a  basis  for  price  fixing :  those 
of  Iowa,  Oklahoma,  Virginia  or  New  York? 

All  of  such  plans  seem  to  develop  logically 
into  guild  socialism,  which  would  divide  so- 
ciety up  into  water-tight  compartments,  oc- 
cupied by  contending  groups.  Society  is  now 
organized  almost  to  the  point  of  strangulation, 
with  the  fundamental  need  for  co-operation 
subordinated  to  efforts  for  class  aggrandize- 
ment. The  chief  argument  for  the  proposal 
to  organize  the  farmers  for  the  control  of  pro- 
duction in  that  line  is  that  all  the  other  classes 
are  organized  and  farmers  must  be  in  self-de- 
fence, but  there  is  something  to  be  said  for  the 
preservation  of  individual  freedom,  individual 
initiative,  individual  ambition  and  individual 
responsibility.  They  have  done  something  for 
the  race  in  the  past. 


Bond  Market. 

There  was  a  distinct  improvement  in  the 
bond  market  during  the  closing  days  of  1920, 
and  the  investment  demand  gained  in  momen- 
tum with  the  turn  of  the  year.  Prices  of  gen- 
eral market  high-grade  investment  securities 
have  advanced  from  2  per  cent  to  5  per  cent 
during  the  month,  and  the  market  has  con- 
tinued strong,  with  practically  no  reaction 
from  the  recent  high  levels. 

The  most  impressive  feature  of  the  bond 
market  during  the  month  has  been  the  quick 
absorption  of  a  large  number  of  new  issues,  the 
most  important  of  which  were : 

$12,000,000  Grand  Trunk  Ry.  of  Canada  15-yr.  6%% 
Equipment  Certificates — price  95.40,  and 
interest,  to  yield  7%. 

30,000,000  Northwestern  Bell  Telephone  Co.  1st 
Mtge.  20-jT.  7%  Bonds — price  96%  and  in- 
terest, yielding  7.30%. 

30.000,000  Kingdom  ot  Belgium  External  Loan  20-yr. 
8%  Sinking  Fund  Gold  Bonds,  at  par  and 
interest,   to  yield  8%. 

30,000,000  American  Agricultural  Chemical  Co.  7%% 
1st  Refunding  Mortgage  Sinking  Fund 
Gold  Bonds,  at  97%,  to  yield  7%%. 

60,000,000  Pennsylvania  R.  R.  Co.  15-yr.  6%%  Se- 
cured Gold  Bonds,  at  991^,  to  yield  6.58%. 

Following  is  a  list  of  the  more  important  issues 
of  municipal  financing: 
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Cincinnati  School  District,  Ohio,  5% 
Bonds,  due  February  24,  1960,  at  100  and 
interest. 

City  of  Warren,  Ohio.  5«  and  6s— $687,500 
5s  due  October  1,  1921-48;    $300,000   6s  due 
November  1,   1930 — at  prices  to  yield  from 
5.60%  to  6%,  according  to  maturity. 
Slate  of  Oregon  Serial  4%3,  maturing  from 
1926  to  1945,  at  prices  to  yield  from  5.60% 
to  5.10%.  according  to  maturity. 
City  of  Canton,  Ohio,  Gs,  due  serially  from 
1943    to   1959— prices   to   yield    5.30%    basis. 
Detroit,   Mich.,   Serial   5 '4s   and   5%s,   ma- 
turing  1922    to   1951 — prices   to   yield    from 
6%  to  5.15%,  according  to  maturities. 
City  of  Detroit,  Mich..  5s,  5%s  and  6s,  ma- 
turing serially  from  1921-50 — prices  5%    to 
6.10%,  according  to  maturity. 
City  of  Chicago,  III.,  4s,  due  serially  from 
1922-39,   at    prices   to    yield    from    5%%    to 
5.10%,  according  to  maturity. 
City  of  Akron.  O.,  Serial  5%%  Bonds,  ma- 
turing 1936-51,  at  prices  to  yield  5.40%   to 
5.20%,   according   to  maturity. 
Portsmouth,    Va.,    6%%    Gold    Bonds,   due 
Jan.  1,  1951. 

City  of  Toledo,  C,  68,  due  1928,  at  price  to 
yield  6%%. 

City  of  Cleveland,  O.,  School  District 
Serial  6a,  maturing  from  1  to  20  years,  at 
prices  to  yield  6%  to  5.30%. 
City  of  Rochester.  N.  Y.,  Serial  58,  ma- 
turing from  1922-51,  at  prices  to  yield  from 
5.50%  to  4.65%. 

City  of  Philadelphia  5%  Bonds,  due  Jan.  1, 
1951,  at  prices  to  yield  4.75%. 
State  of  South  Dakota  State  Highway  & 
Rural  Credit  5%%  and  6%%  Bonds,  ma- 
turing 1929-41  ,at  prices  to  yield  5.70%  to 
5.40%,  according  to  maturity. 
City  of  Yonkers.  N.  Y.,  6%%,  Bonds,  ma- 
turing serially  1922  to  1961.  at  prices  to 
yield  5%%  to  4.90%,  according  to  ma- 
turity. 

City  of  Elizabeth.  N.  J.,  5%%  Bonds,  ma- 
turing serially  1922  to  1925,  at  prices  to 
yield  6%  to  5.05%. 
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General  Business  Conditions. 

THE  general  business  situation  has 
changed  but  little  during  the  past 
month.  In  the  Middle-West  the 
movement  of  grain  to  market  has 
continued  at  a  moderate  rate,  and 
prices  have  been  stronger.  Receipts  of  cattle 
at  the  principal  markets  have  been  compara- 
tively light,  which  has  helped  to  sustain  prices 
and  they  have  recovered  slightly.  Hogs  show 
little  change.  Cotton  has  been  weak  and  at 
the  close  of  the  month  was  lower  than  at  any 
time  since  1915,  when  it  was  recovering  from 
the.  great  slump  that  followed  the  big  crop  of 
1914  and  the  outbreak  of  the  war.  The  March 
delivery  in  New  York  has  touched  11.50,  which 
compares  with  40  cents  a  pound  one  year  ago. 
Foreign  markets  are  very  much  depressed, 
with  Liverpool  below  New  York.  Naturally 
the  cotton-growing  section  is  not  cheerful. 

The  industrial  situation  is  mi.\ed,  the  news 
from  day  to  day  telling  of  works  that  are 
closing  and  works  that  are  starting  up,  the 
one  class  of  reports  apparently  about  bal- 
ancing the  other.  The  amount  of  unemploy- 
ment unquestionably  is  very  large,  but  the 
amount  of  distress  reported  is  comparatively 
small,  indicating  that  the  wage-earners  had 
laid  by  something  in  the  day  of  good  earnings. 
The  volume  of  retail  trade  in  the  industrial 
cities  supports  this  view,  but  trade  in  the 
rural  districts  is  light,  bank  clearings  are  down 
25  to  30  per  cent  from  a  year  ago,  which,  how- 
ever, is  not  very  bad  considering  the  lower 
prices.  Railroad  tonnage  is  off  about  20  per 
cent  from  the  high  point  in  October.  The 
number  of  idle  cars  approaches  400,000.  The 
movement  of  coal,  grain,  oil,  lumber  and  all 
the  chief  commodities  is  light.  The  export 
business  in  coal  to  Europe  is  dead  for  the  time 
being  at  least,  and  the  domestic  coal  trade  is 
flat,  with  a  good  many  mines  on  part  time  and 
keen  competition  among  sellers. 

The  general  trend  of  commodity  prices  has 
been  downward  and  trade  has  continued  on  a 
hand-to-mouth  basis.  The  shoe  industry  has 
been  showing  some  life  in  specialties,  but  the 
staple  lines  are  still  very  slack.  Leather  is 
practically  unchanged,  with  tanneries  operat- 
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ing  at  about  25  per  cent  of  capacity.  Calf- 
skins are  said  to  have  dropped  from  $1  in 
August,  1919,  to  14  cents.  All  the  leather  com- 
panies suffered  great  losses  last  year.  Hides 
have  weakened  since  January  1st  under  pres- 
sure in  some  quarters  to  make  sales  and  with 
nobody  wanting  to  buy.  Prices  made  under 
such  conditions  are  merely  nominal  and  hardly 
can  be  said  to  constitute  a  market. 

Wool  has  been  a  little  more  active,  under 
increased  operations  by  woolen  mills,  and  per- 
haps aided  by  the  pending  tariff  bill,  although 
stocks  in  this  country  are  so  large  that  impor- 
tations will  not  be  needed  very  soon.  Crude 
oil  has  declined  rapidly  since  the  first  of  the 
year  and  is  down  about  50  per  cent.  All  of 
the  metals  are  at  the  lowest  level  yJt  touched. 
Sugar  has  recovered  about  a  cent  and  one- 
quarter  per  pound  under  the  influence  of  an 
arrangement  in  Cuba  to  market  the  crop 
through  a  selling  committee  representing 
planters,  bankers  and  the  Cuban  government. 
The  automobile  industry  is  showing  some  re- 
vival. Wage  reductions  are  numerous  and 
generally  accepted  as  necessary.  Building  per- 
mits in  142  cities  in  January,  as  reported  to 
Rradstrcet's,  aggregated  $56,035,925,  against 
$120,003,182  in  January  of  last  year. 

Reports  by  cable  to  this  Bank  from  its  for- 
eign branches  and  agencies  indicate  practically 
no  change  in  conditions  during  the  past  month. 
In  Europe  there  is  much  anxiety  over  the  set- 
tlement of  the  question  of  reparations. 

The   Textile   Trades. 

The  cotton  goods  trades  have  had  a  fair 
amount  of  small  business,  but  have  not  sus- 
tained the  expectations  that  were  raised  soon 
after  the  first  of  the  year,  when  they  started 
off  with  a  rush.  Print  cloths,  sheetings,  drills, 
etc.,  have  lost  all  the  gains  they  made  then, 
and  perhaps  a  little  besides.  The  weakness  in 
raw  cotton  has  been  a  factor  in  the  decline  of 
goods,  and  on  the  other  hand  the  light  demand 
for  goods  has  been  the  fundamental  cause  of 
the  weakness  of  cotton.  The  latter,  however, 
is  affected  not  only  by  the  situation  in  this 
country  but  in  foreign  countries.    The  British 


Those  desiring  this  Letter  sent  them  regularly  will  receive  it  without  charge  upon  application 


markets  are  lifeless,  due  to  the  absence  of  de- 
mand from  the  continent,  Asia,  and  elsewhere. 
The  consumption  of  cotton  during  January  by 
the  mills  of  the  United  States  was  366,270 
bales,  which  compares  with  294,8ol  bales  in 
December  and  591,921  bales  in  January,  1920, 
a  decline  of  38  per  cent  from  a  year  ago.  This 
probably  about  represents  the  present  state  of 
activity  in  the  various  branches  of  the  cotton 
goods  industry. 

The  most  notable  event  in  woolen  goods  in 
a  long  time  was  the  opening  of  Fall  lines  of 
dress  goods,  cloakings  and  overcoatings  by 
the  American  Woolen  Company,  on  the  21st 
ult.  Much  interest  was  shown,  and  the  prices, 
which  were  down  40  to  50  per  cent  from  the 
top  of  last  year,  seem  to  have  met  the  expecta- 
tions of  the  trade  and  induced  rather  free 
buying.  A  strong  bid  for  business  was  made 
by  the  offer  of  a  guaranty  against  price  de- 
clines up  to  September  1.  The  feeling  .seems 
to  be  that  this  policy  and  the  manner  in  which 
it  has  been  received  has  given  a  much-desired 
degree  of  stability  in  the  woolen  trade. 

The  silk  trade  has  been  much  encouraged 
by  the  general  interest  shown  in  the  silk  exhi- 
bition held  in  this  city  during  the  week  ended 
February  12,  which  was  attended  by  many 
buyers  and  developed  an  important  amount 
of  business.  The  demand  for  silk  goods  has 
broadened  and  the  mills  are  increasing  pro- 
duction. The  raw  silk  situation  in  Japan 
seems  to  be  well  in  hand  under  control  of  the 
syndicate  organized  to  stabilize  it. 

Agricultural  Conditions. 

The  winter  wheat  crop  is  reported  looking 
well  everywhere,  and  the  price  of  wheat  is  so 
much  better  than  that  of  nearly  every  other 
farm  product  that  it  begins  to  look  like  the 
farmer's  best  hope. 

The  total  exports  of  wheat  and  flour  reck- 
oned as  wheat  from  the  United  States  and 
Canada  from  July  1  to  February  24,  are  re- 
ported by  Bradstreet's  at  303,183,559  bushels. 

Only  four  months  remain  of  the  crop  year. 
The  price  of  wheat  at  Chicago  has  been  rang- 
ing from  about  $1.60  to  $1.70  per  bushel  for  the 
Ma'ch  delivery,  with  premiums  for  spot  and  a 
discount  of  about  10  cents  per  bushel  for  May. 
The  discount  on  futures  has  prevailed  through- 
out the  crop  year  showing  the  skepticism  of 
buyers  toward  the  theory  that  a  shortage 
would  develop  before  the  next  harvest. 

Argentina  and  Australia  are  now  the  chief 
sources  of  supply  for  the  importing  countries, 
and  their  supi)1ics  appear  to  be  ample  for  all 
demands.  This  country  is  thought  to  have 
sold  about  all  it  has  to  spare,  and  the  move- 
ment to  put  an  import  duty  on  wheat  has 
stimulated  the  movement  from  Canada  to  this 
country,  to  provide  against  possible  needs.  The 
world's  carry-over  will  not  be  large,  and  as 


it  is  now  quite  improbable  that  Russia  wilt 
contribute  anything  to  the  next  year's  supply 
for  western  Europe,  and  as  the  Argentine  and 
Australian  crops  this  year  were  much  above 
the  average  of  those  countries,  the  outlook  for 
the  price  of  wheat  from  the  1921  crop  would 
seem  to  be  very  good.  Moreover,  it  will  be 
produced  at  lower  cost.  ■ 

The  Cotton  Outlook. 

The  cotton-planting  season  is  near  at  hand, 
and  it  will  soon  develop  whether  there  is  to  be 
decisive  curtailment  of  the  acreage.  The  in- 
dications are  that  this  time  the  campaign  for 
that  purpose  will  be  more  successful  than  here- 
tofore. The  bankers  and  business  men  of  the 
south  are  lending  aid  to  the  movement  in  the 
belief  that  the  prospect  for  cotton  consump- 
tion over  the  world  does  not  warrant  the  pro- 
duction of  another  full  crop  at  this  time. 
There  is  a  very  substantial  basis  for  this  view. 
The  carry-over  of  world  stocks  at  the  end  of 
the  present  crop  year  is  likely  to  exceed  one- 
half  the  amount  of  last  year's  crop.  It  is  an 
abnormal  accumulation,  and  with  consumption 
the  world  over  abnormally  light,  it  requires  a 
great  deal  of  optimism  to  buy  cotton  even  at 
the  present  price,  assuming  that  another  av- 
erage crop  is  to  be  grown  this  season.  The 
banks  of  the  South  have  loaned  a  great  deal 
of  money  to  the  cotton  growers,  which  can- 
not be  paid  with  the  proceeds  of  cotton  now 
on  hand,  and  they  are  not  disposed  to  advance 
money  to  promote  the  production  of  another 
full  crop,  which  might  depreciate  still  more 
the  value  of  the  stock  now  carried. 

The  cotton  growers  are  not  in  funds  to  con- 
duct farming  operations  this  year  in  any  but 
the  simplest  manner.  Operations  will  be  cur- 
tailed, fertilizers  will  be  bought  verj'  sparingly, 
and  the  farmers  will  aim  to  grow  foodstuffs  for 
themselves  and  farm  animals,  instead  of  buy- 
ing such  supplies,  as  in  the  past.  It  seems 
very  probable  therefore  that  a  substantial  cur- 
tailment will  be  accomplished. 

Foodstuffs  Cheap  at  Wholesale. 

All  foodstuffs  are  selling  at  wholesale  at 
prices  very  greatly  reduced  from  those  of  a 
year  ago.  This  is  true  of  the  vegetables,  espe- 
cially potatoes,  which  are  practically  at  pre-war 
prices.  Sugar,  coffee,  tea,  apples,  canned 
goods,  etc.,  are  in  the  same  category.  Butter 
and  eggs  have  had  a  great  decline  in  recent 
weeks.  If  everything  else  was  down  to  cor- 
respond with  wholesale  prices  of  food  the 
crisis  would  soon  be  over.  Unfortunately, 
that  is  not  the  case,  although  the  decline  in 
food  affords  a  basis  for  reductions  in  every- 
thing. 

The  increased  freight  charges  bear  heavily 
upon  shipments  of  vegetables  and  fruits  over 
long  distances  for  the  winter  markets.     This 


is  a  business  which  has  had  great  development 
since  the  improvement  of  transportation  facili- 
ties. A  generation  or  so  ago  the  people  had 
fruits  and  vegetables  of  local  production  in 
their  season.  Some  idea  of  the  present  move- 
ment may  be  had  from  the  following  state- 
ment by  the  New  York  State  Division  of 
Foods  and  Markets  of  receipts  at  New  York 
City  during  the  week  ended  February  12: 

30  carloads  of  celc-ry.  California  &  Florida 
41  carloads  of  mixed  vegetables,   La.,  Fla.,  Cal.   and 
15.000   bushels   of   mixed    vegetables   from   Ber- 
muda and  Cuba. 
3  carloads  of  peas,  California. 
107  carloads  of  lettuce,  California,  Florida  &  Texas 
18  carloads  of  tomatoes,  Florida  &  Bahama  Islands 
18  carloads  of  pears,   New  York  &  California 
47  carloads  of  sweet  potatoes,  N.  J.,  Del.,  Md.,  &  Va. 

9  carloads  of  string  beans.  Florida. 
56  carloads  of  cauliflower.  California 
5  carloads  of  turnips,  Canada 
3  carloads  of  strawberries,  Florida 
27  carloads  of  spinach.  Texas 
23  carloads  of  lemons.  California 
258  carloads  of  oranges.  Florida,  California 
68  carloads  of  grape  fruit,  Florida 
10  carloads  of  tangerines,  Florida 
7  carloads  of  peppers.  Florida 
B  carloads  of  eggplant,  Florida 
3  carloads  of  Romaine.  Florida 
41  carloads  of  kale,  Virginia 

5  carloads  of  beets  (bunched),  California  &  Florida 
20  carloads  of  carrots.  New  York 
43  carloads  of  cabbage,  Florida,  New  York  &  South 

Carolina 
205  carloads  and  2119  bbls.  Bermuda  potatoes 
82  carloads  of  onions.  New  York,  Ind.,  Ohio.  Mass. 
257  carloads  of  apples,  N^w  York,  "Wash.,  Ore. 

The  accompanying  market  report  says: 

Wholesale  prices  for  fruits  and  vegetables  have  gone 
down  so  low  in  the  New  York  market  In  \he  last  few 
weeks  that  many  farmers  who  shipped  produce  here 
have  received  nothing  in  return  but  a  bill  for  the 
balance  of  the  freight.  Not  only  have  prices  declined 
to  the  point  where  the  farmer  is  getting  little  or  noth- 
ing for  what  he  produced  after  transportation  charges 
are  paid  but  even  at  the  low  wholesale  prices  the 
demand  Is  very  light. 

A  few  examples  will  illustrate  what  the  present 
market  conditions  mean  to  them.  A  grower  at  San- 
ford,  Florida,  shipped  a  carload  of  400  crates  of  let- 
tuce which  sold  here  for  $339.48.  The  freight  alone 
amounted  to  $339.75.  the  icing  charges  $77.50.  war 
tax  $12.52,  cartage  $27.93  and  commission  to  the 
receiver  here  $33.95.  When  the  total  expenses  of 
$491.65  were  paid,  the  farmer  got  a  bill  for  $152.17 
due  the  commission  men. 

A  grower  at  laredo,  Texas,  sent  a  carload  of  756 
bushel  baskets  of  spinach  to  New  York,  which  brought 
only  $467.35  on  the  market.  The  freight  charges  alone 
wore  $627.47  and  the  total  expenses  amounted  to 
$720.66.  Another  carload  of  spinach  from  Austin, 
Texas,  sold  for  $262.99  less  than  the  freight  and  cart- 
age charges.  Another  carload  of  920  baskets  of  spin- 
ach from  Derby,  Texas,  sold  at  $1.00  a  bushel  and 
after  transportation  charges  were  paid  brought  the 
grower  only  $134.63  for  the  whole  carload.  Another 
carload  from  Bay  City,  Texas,  brought  the  farmer 
nothing  but  a  bill  for  $143.16  to  pay  the  balance  of 
the  transportation  and  commission  charges. 

California  growers  are  also  h.nrd  hit  by  the  new 
freight  rates  and  low  prices.  For  example,  a  shipment 
of  17'!  crates  of  celery  that  came  In  this  week  from 
Knightstar,  California,  brought  only  $559.00.  The 
transportation  charges  amounted  to  $626.66,  which 
;i<lilod  to  the  commission  charges  of  7  per  cent  made 
the  total  shipping  expense  $665.79.  Another  carload  of 
celery  from  Walnut  Grove,  California,  brought  the 
grower  a  net  proceed  of  only  $56.27  for  164  crates,  the 
freight  charges  alone  amounting  to  $609.83. 

It  is  not  only  the  growers  in  distant  states  that  are 
suffering  big  losses  from  the  drop  in  prices  for  farm 
products  aod  the  high  freight  rates.     Dozens  of  New 


York  State  farmers  have  shipped  carloads  of  cabbage, 
onions,  potatoes,  apples,  carrots  and  celery  to  the 
market  in  the  last  few  days  only  to  receive  net  re- 
turns so  small  as  to  pay  little  more  than  the  cost  of 
the  containers. 

Iron  and  Steel. 

The  iron  and  steel  industry  has  not  reached 
a  stable  position.  The  United  States  Steel 
Corporation  has  made  no  move  to  meet  the 
price  cuts  of  its  competitors,  but  its  order  book 
is  being  depleted  and  some  of  its  subsidiaries 
are  curtailing  operations.  Judge  Gary  has  ex- 
pressed the  opinion  that  wage-earners  should 
not  be  asked  to  take  reductions  greater  than 
current  reductions  in  the  cost  of  living,  and 
that  price  reductions  would  not  create  business 
at  the  present  time.  There  are  obvious  reasotis 
why  the  Corporation  would  not  wish  to  be 
first  in  reducing  wages  or  to  inaugurate  either 
wage  or  price  reductions  while  it  has  a  fairly 
good  order  book.  Moreover,  it  must  be  re- 
membered that  since  the  Spring  of  1919  the 
Corporation  has  maintained  a  price  list  much 
below  the  level  of  the  outside  market.  The 
officials  of  the  Steel  Corporation,  however,  are 
as  well  aware  as  anybody  that  a  general  re- 
duction of  costs  is  imperative  throughout  all 
industry  and  that  lower  prices  for  iron  and 
steel  are  necessary  to  that  end.  The  inde- 
pendents have  inaugurated  wage  reductions 
without  any  serious  trouble  with  labor  and 
are  taking  the  new  business  at  prices  reported 
at  $5  per  ton  or  more  below  the  Corporation's 
list.  The  amount  of  business  going  is  not 
large,  for  the  trade  probably  is  not  in  imme- 
diate need  and  disposed  to  await  further  de- 
velopments. Nobody  thinks  bottom  prices  have 
been  named.  Pig  iron  is  down  25  per  cent  or 
more,  around  $27  and  $28  per  ton. 

One  reason  given  against  price  reductions 
in  iron  and  steel  is  that  freight  charges  on 
materials  and  products  are  very  high,  a  com- 
plaint common  among  the  industries,  and  an- 
other is  that  labor,  even  where  reductions  have 
taken  place,  is  still  much  over  100  per  cent 
above  pre-war  rates.  Of  course  the  railroads 
respond  by  saying  that  given  cheaper  iron, 
steel  and  labor  and  they  will  be  glad  to  accept 
lower  freight  rates. 

The  Railroad  Situation. 

The  railroad  situation  is  involved  in  a  maze 
of  complications  almost  as  desperate  as  the 
state  of  international  relations.  There  are  so 
many  powers  to  be  consulted,  so  much  speech- 
making  to  be  done,  so  much  antagonism  to  be 
overcome,  and  such  a  division  of  authority  that 
the  proceedings  are  interminable.  The  rail- 
road companies  are  trying  to  get  into  position 
where  they  will  be  able  to  exercise  some  ef- 
fective authority  in  the  operation  of  their 
lines.  Their  charges  are  fixed  by  the  Inter- 
state Commerce  Commission  and  wag6  rates 
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arc  fixed  by  the  new  railroad  board.  The  new 
scale  of  charges  was  designed  to  provide  net 
earnings  of  approximately  5^  or  6  per  cent 
upon  the  value  of  railroad  property,  but  a 
great  many  of  the  roads  are  not  making  oper- 
ating expenses,  and  the  public  is  protesting 
that  the  rates  are  greater  than  the  business  of 
the  country  can  bear. 

It  would  seem  to  be  clear  that  operating 
costs  must  be  reduced  and  the  railroad  offi- 
cials have  been  exerting  themselves  to  that 
end.  They  have  cut  down  the  number  of  em- 
ployes by  289,000  since  September,  1920,  but 
cannot  touch  wages  without  the  approval  of 
the  railroad  board.  They  are  trying  to  get 
away  from  the  system  of  unified  rules  and 
wage  rates  covering  the  whole  country,  which 
is  a  legacy  of  governmental  administration,  so 
that  each  company  may  deal  direct  with  its 
own  employes.  Without  ability  to  do  this,  the 
officials  of  the  individual  roads  feel  that  tliey 
have  little  to  do  in  the  management  of  opera- 
tions. They  want  to  get  back  to  piece-work 
wherever  that  is  practicable,  and  as  illus- 
trating what  they  say  upon  that  point,  one 
railroad  president  states  that  the  efficiency  of 
the  shops  has  fallen  off  one-third,  and  that  not 
only  will  this  involve  a  corresponding  increase 
of  the  force  to  do  the  work,  but  that  if  his 
company  is  to  do  the  work  in  its  own  shops 
it  will  have  to  add  about  50  per  cent  to  the 
capital  investment. 

The  Erie  road  undertook  to  put  into  force  a 
reduction  of  wages  for  common  labor,  to  bring 
it  into  line  with  wages  paid  in  other  industries 
along  its  line,  but  the  railroad  board  inter- 
vened and  prevented  it  from  going  into  effect. 

The  executives  of  the  leading  roads  have  not 
as  yet  submitted  any  request  for  wage  reduc- 
tions applying  to  the  four  brotherhoods  of 
trainmen.  They  have  disclaimed  the  purpose 
of  doing  so  at  present,  as  they  wish  to  concen- 
trate first  upon  the  effort  to  accomplish  econo- 
mies by  increased  efficiency.  The  issue  has 
been  raised,  however,  by  one  of  the  smaller 
roads,  which  claims  that  it  is  not  earning  oper- 
ating expenses  and  cannot  bring  its  expenses 
within  the  required  limits  without  reducing 
wages.  The  answer  of  the  Brotherhoods  is 
that  wages  are  not  related  to  finances,  and 
that  its  problem  should  be  laid  before  the  Inter- 
state Commerce  Commission  (presumably  for 
authority  to  make  another  raise  of  rates)  in- 
stead of  to  the  wage  board.  A  decision  upon 
this  case  has  not  been  given,  but  meanwhile 
the  road  has  gone  into  the  hands  of  a  receiver. 

A  few  facts  stand  out  clearly  in  the  railroad 
controversy.  In  the  first  place  the  railroad 
business  must  be  made  self-supporting;  the 
traffic  should  pay  charges  sufficient  to  meet 
operating  expenses  and  sustain  railroad  credit. 
In  the  second  place,  charges  have  gone  as  high 
as  they  should;  the  increases  that  have  been 


made  have  not  only  borne  heavily  upon  some 
industries,  but  have  actually  curtailed  traffic, 
thus  necessitating  additional  increases  upon 
the  remaining  traflSc.  The  effect  of  successive 
increases  will  be  to  localize  traffic,  materially 
reducing  the  volume,  raising  the  cost  and 
changing  the  location  of  industries.  The  farms 
located  at  a  distance  from  market  have  been 
seriously  affected  already ;  the  first  effect  falls 
upon  them,  but  if  production  is  affected  it  falls 
back  upon  consumers  and  upon  the  railroads. 
Naturally,  the  number  of  railroad  employes 
will  be  affected,  and  employment  in  all  the 
industries  will  be  affected.  It  will  be  a  process 
of  strangulation.  The  action  of  the  Railroad 
Wage  Board  is  awaited  with  great  concern. 

The  Equilibrium  in  Industry. 

No  comprehensive  view  of  the  present  in- 
dustrial situation  and  of  contending  interests 
can  be  had  without  referring  constantly  to 
the  fundamental  principles  according  to  which 
men  distribute  themselves  in  the  various  oc- 
cupations and  exchange  products  and  services 
with  each  other.  There  is  a  Law  of  Equi- 
librium which  works  out  a  natural  balance  be- 
tween the  occupations.  That  balance  must  be 
sustained  in  order  that  the  products  or  services 
of  each  group  may  be  absorbed  by  all  the  other 
groups.  When  the  balance  is  lost,  unemploy- 
ment results  and  continues  until  a  redistribu- 
tion is  worked  out,  so  that  again  everybody  is 
at  work  and  all  the  products  are  absorbed,  a 
state  which  we  call  prosperity. 

It  is  rather  a  blind  process — this  finding  the 
equilibrium,  because  there  is  no  supreme  au- 
thority to  tell  each  person  where  he  shall  go, 
and  what  he  shall  do,  and  how  much  he  shall 
receive.  It  is  up  to  each  person  to  find  the 
place  where  he  can  be  useful  and  at  the  same 
time  best  satsify  his  own  choice  of  work.  That 
is  the  state  of  society  under  a  regime  of  in- 
dividual liberty.  They  are  trying  to  do  it  the 
other  way  in  Russia,  where  the  Government 
takes  it  upon  itself  to  say  where  each  person 
shall  go,  and  what  he  shall  do,  and  what  he 
shall  receive.  Those  who  think  they  would 
like  this  way  will  do  well  to  watch  for  the  re- 
ports from  Russia,  or  better  still  go  there  and 
get  the  information  at  first  hand. 

It  is  clear  that  the  secret  of  prosperity  is  in 
balanced  industry,  with  the  production  of 
every  branch  of  industry  in  proportion  to  the 
wants  and  buying  power  of  the  people  in  all 
the  other  occupations. 

The  number  of  people  who  can  be  employed 
in  any  industry  depends  upon  the  amount  of 
the  products  that  can  be  sold,  and  that  de- 
pends upon  the  price  which  the  consumers  have 
to  pay  for  them.  If  the  price  of  a  given  com- 
modity is  increased  the  consumers  will  have 
to  curtail  their  purchases  of  it  or  of  something 


else ;  perhaps  they  will  distribute  the  curtail- 
ment, but  curtailment  there  will  be,  whenever 
by  either  a  rise  or  fall  of  important  classes  of 
commodities  the  parity  of  values  throughout 
the  industries  is  seriously  disturbed. 

For  any  commodity  there  is  at  any  given 
time  a  certain  price  which  will  secure  a  larger 
net  result  to  the  producers  than  any  other 
price.  That  is  to  say,  if  the  price  be  lowered 
the  additional  distribution  will  not  compensate 
for  the  sacrifice,  and  on  the  other  hand,  if  it  be 
raised  the  loss  of  distribution  will  exceed  the 
gain  in  price.  Everything  that  is  offered  for 
sale,  whether  it  be  an  article  of  goods  or  the 
services  of  an  individual  is  in  competition,  not 
only  with  like  goods  or  services,  but  with  all 
the  multitude  of  attractions  that  are  appealing 
to  every  consumer.  Under  these  conditions  it 
is  folly  on  the  part  of  an  individual  or  group 
of  individuals  to  think  that  he  or  they  have  it 
in  their  power  to  arbitrarily  fix  wages  and 
prices  for  themselves.  They  may  have  the 
power  to  fix,  and  even  maintain,  wage-rates 
and  prices,  but  they  cannot  escape  the  effect 
their  action  will  have  upon  employment  or 
upon  sales. 

The  Great  Miscalculation. 

This  is  where  occurs  the  great  miscalcula- 
tion which  is  tying  up  trade  and  industry  at 
this  time.  Something  has  happened  that  has 
affected  the  buying  power  of  millions  of  peo- 
ple, and  other  millions  are  trying  to  ignore  it 
and  think  they  can  go  on  selling  their  own 
goods  or  services  at  the  same  rates  as  before. 
Trade  is  dull  and  millions  of  people  are  out  of 
work  because  the  adjustments  that  are  neces- 
sary to  restore  the  equilibrium  are  not  made. 

Merchants  refuse  to  reduce  the  prices  of 
goods  they  have  in  stock,  and  perhaps  argue 
plausibly  in  justification  of  their  policy,  but 
trade  languishes  and  quicker-witted  competi- 
tors will  replace  their  high-cost  goods  with 
low-cost  ones  and  take  the  lead  in  the  trade. 

Wage-earners  stand  for  the  maintenance  of 
wage-scales,  and  as  the  public  is  unable  to  buy 
goods  made  upon  that  level  of  costs,  mills 
close  down  or  run  on  half  time,  with  a  great 
loss  of  wages  without  corresponding  reduc- 
tions in  the  price  of  the  product  to  consumers, 
most  of  whom  are  wage-earners. 

The  printers  of  New  York  City  wanted  more 
wages  last  fall,  and  a  committee  of  well-inten- 
tioned gentlemen  selected  to  arbitrate  the  case, 
awarded  an  increase  by  some  process  of  reason- 
ing which  left  tlie  state  of  the  printing  busi- 
ness and  the  equilibrium  between  the  print- 
ing business  and  the  general  business  situation 
entirely  out  of  the  account.  The  result  was 
that  the  wage  increase,  by  increasing  the  cost 
of  printing  at  a  time  when  the  public  had  less 
money  to  spend  for  printing,  aggravated  the 


situation,  and  resulted  in  a  reduction  of  em- 
ployment and  of  actual  wage  payments. 

That  illustrates  the  whole  situation.  It  is 
short-sighted  to  be  always  thinking  that  wages 
can  be  fixed  by  simply  an  agreement  between 
employer  and  employes.  There  is  a  relation- 
ship between  each  industry  and  all  the  other 
industries  which  must  be  taken  into  the  ac- 
count. 

Another  Illustration. 

Here  is  another  illustration,  which  shows  a 
larger  view  of  conditions  than  that  taken  in 
the  printers'  case.  The  following  is  a  news 
dispatch : 

CTICA,  N.  Y.,  Feb.  18. — The  board  of  directors  of 
the  DairjTncn's  League,  Inc.,  in  session  here  to-day, 
recommended  to  all  league  members  to  sell  league 
milk  during  March  on  a  basis  of  $J.10  per  hundred 
pounds  for  milk  testing  3  per  cent  butter  fat  In  the 
LOO-210  mile  freight  zone. 

This  will  result  in  a  decline  of  a  trifle  over  one  cent 
a  o.uart  as  compared  with  the  prices  current  during 
this  month.  The  producers  will  receive  .0503  a  quart 
for  milk  testing  3.6  per  cent  butter  tat. 

Tlie  board  considered  market  conditions,  which.  It 
was  said,  are  unfavorable  to  the  producer,  and  set  a 
price  which,  it  is  expected,  will  market  a  large  part 
of  the  milk  that  ordinarily  goes  into  the  manufacture 
of  milk  products.  Since  October  1,  1920,  condensed, 
evaporated  and  powdered  milk  plants  have  been 
closed,  depriving  the  producer  of  a  large  source  of 
distribution. 

This  organization  of  farmers  was  not  moved 
by  the  competition  of  milk  from  outside ;  it  un- 
doubtedly controls  the  situation  and  may  have 
the  power  to  even  raise  the  price,  but  it  is 
wisely  seeking  to  increase  the  consumption  of 
milk.  The  members  have  milk  to  sell  and 
they  reason  that  the  way  to  sell  more  of  it  is 
to  put  the  price  down  and  create  a  larger  de- 
mand. In  other  words  they  are  moving  to 
bring  the  price  into  conformity  with  changed 
conditions  and  with  the  present  purchasing 
power  of  the  community.  If  all  producers 
would  adopt  this  purpose  the  industrial  or- 
ganization would  be  soon  brought  back  into 
balance,  with  employment  and  lower  living 
costs  for  all. 

What  Is  Radically  Wrong? 

It  is  a  common  declaration  in  these  days,  ut- 
tered usually  with  an  air  of  profundity,  that 
there  must  be  something  radically  wrong  with 
society,  that  millions  of  people  should  be  out 
of  work,  millions  more  unable  to  sell  their 
products  and  millions  suffering  want.  Since 
something  is  assumed  to  be  radically  wrong  it 
presumably  follows  that  something  ought  to 
be  done  about  it.  and  the  talkers  generally  are 
ready  to  do  it,  although  the  ideas  of  such  peo- 
ple as  to  what  should  be  done  are  exceedingly 
vague. 

It  is  admitted  that  something  is  radically 
wrong.  It  is  wrong  that  great  numbers  of 
people  should  be  so  ill-informed  about  eco- 
nomic affairs  that  instead  of  acting  in  a  man- 


ner  calculated  to  secure  cooperation  and  sta- 
bility they  use  their  influence  to  break  down 
the  delicately  balanced  industrial  organization 
and  create  confusion  and  disorder.  The  mod- 
ern industrial  organization  is  dependent  upon 
intelligent,  voluntary,  harmonious  cooperation 
on  the  part  of  all  the  people.  It  requires  that 
the  people  shall  distribute  themselves  accord- 
ing to  choice  in  the  various  industries,  and  so 
direct  their  individual  policies  as  to  keep  the 
industries  in  balance  and  accomplish  a  ready 
exchange  of  products.  If  through  mistaken 
ideas  of  self-interest  they  organize  themselves 
into  groups,  either  national  groups,  class 
groups,  or  occupational  groups,  and  become  so 
intent  upon  forwarding  group  interests  that 
they  lose  sight  of  the  necessity  for  general 
cooperation,  the  whole  modern  system  of 
highly-developed  industry  will  break  down.  It 
will  be  strangled  by  too  much  organization. 
There  is  indeed  something  radically  wrong 
with  society,  and  this  is  it. 

Money  and  Banking. 

Very  little  change  has  taken  place  in  the 
credit  situation  in  the  past  month.  In  New 
York  money  on  collateral  for  ninety  days  is 
from  71/^  to  8  per  cent ;  commercial  paper 
about  the  same.  Call  money  6  to  7  per  cent. 
Money  is  tight  the  country  over,  and  while 
liquidation  is  going  on  in  some  lines,  require- 
ments elsewhere  are  increasing. 

The  Federal  Reserve  banks  have  continued 
to  work  into  better  positions,  and  inter-bank 
borrowing  has  come  very  nearly  to  an  end.  The 
western  and  southern  banks  have  pressed 
rather  energetically  to  accomplish  this,  with 
the  result  that  a  good  many  loans  have  been 
shifted  to  the  eastern  districts,  making  the 
progress  of  liquidation  in  the  former  localities 
appear  greater  than  is  actually  the  case. 

Total  earning  assets  of  the  twelve  Reserve 
banks  February  25  were  $2,854,135,000,  show- 
ing a  reduction  of  $568,000,000  from  the  peak, 
which  was  touched  on  October  15,  1920.  The 
total  loans,  discounts  and  investments  of  mem- 
ber banks  reporting  to  the  Federal  Reserve 
Board  on  February  11,  1921,  were  $16,118,- 
019,000,  as  compared  with  $16,828,278,000  on 
August  13,  1920,  and  $16,654,394,000  on  Feb- 
ruary 13,  1920. 

The  Federal  reserve  system  has  improved  its 
reserve  percentage  notably,  i.  e.,  from  43  per 
cent  on  November  5  to  49.9  per  cent  on  Feb- 
ruary 25,  but  this  has  been  largely  by  gains  of 
reserve  holdings,  amounting  to  $183,261,000,  of 
which  $130,979,000  was  gold.  The  high  point 
of  the  country's  gold  holdings  was  in  July, 
1919,  just  after  the  embargo  upon  exports,  was 
removed.  The  stock  stood  then  at  $3,095,077,- 
467,  from  which  there  was  a  decline  by  ex- 


portation to  $2,646,615,750  in  May,  1920,  and 
then  a  recovery  by  importations  to  $2,872,525,- 
066  at  the  close  of  January,  1921. 

Slow  Liquidation. 

It  looks  as  though  liquidation  had  gone 
about  as  far  as  it  would  go  for  the  present,  if 
allowance  is  made  for  some  degree  of  normal 
expansion  during  the  months  of  Spring,  when 
farming  operations  begin  and  construction 
work  usually  assumes  greater  activity.  Farm- 
ers will  call  for  less  credit  this  year  than  for 
some  years  past,  for  they  will  undertake  to 
make  this  year's  crop  on  very  light  expendi- 
tures. A  large  part  of  the  1920  crop  is  still  in 
their  hands  and  probably  is  ample  to  meet  liv- 
ing expenses  and  the  necessary  outlays,  but  it 
is  doubtful  whether  there  will  be  much  net 
liquidation  from  this  time  on  until  Fall.  It  has 
been  apparent  for  some  time  tiiat  the  great 
body  of  indebtedness  at  banks  could  not  be 
paid  from  the  proceeds  of  the  last  crop.  It 
represents  unpaid  subscriptions  to  war  bonds, 
farm  improvements  in  part,  investments  of 
various  kinds  entered  into  under  the  stimulus 
of  booming  times,  and  liberal  expenditures 
when  everybody  was  spending  liberally.  In 
industrial  sections  the  frozen  credits  that  rep- 
resent exports  are  a  considerable  factor  in  the 
volume  of  loans. 

The  History  of  War  Inflation. 

Every  period  of  credit  expansion  and  rising 
prices  has  left  a  legacy  of  indebtedness  to  be 
worked  off.  Every  war  has  had  an  aftermath 
of  this  kind,  as  the  wars  are  not  paid  for  and 
out  of  the  reckoning  until  the  bank  credit  cre- 
ated for  financing  them  has  been  extinguished 
and  eliminated  from  circulation.  That  cannot 
be  accomplished  forthwith.  It  can  be  accom- 
plished only  by  gradually  building  up  new 
capital  to  take  the  place  of  credit,  or  rather  to 
restore  the  old  relations  between  capital  and 
credit. 

Patience  will  have  to  be  exercised  while  this 
is  going  on,  for  the  creation  of  great  sums  of 
new  wealth,  such  as  were  expended  upon  the 
war,  is  not  an  over-night  process.  The  re- 
striction of  credit  which  the  Federal  Reserve 
authorities  began  rather  tardily  to  call  for 
about  a  year  ago,  and  which  has  been  mis- 
represented in  some  quarters  as  a  contraction 
of  credit,  was  necessary  in  order  that  the  wild 
inflation  which  was  threatening  the  whole 
credit  structure  might  cease.  In  other  words, 
it  was  necessary  to  stop  increasing  liabilities 
faster  than  assets. 

It  is  impossible,  however,  to  check  the  in- 
flation of  credit  without  some  degree  of  de- 
flation resulting,  for  the  moment  it  is  generally 
understood  that  a  rising  price  movement  has 
culminated   an   amount  of  selling  is   sure   to 


occur  that  will  turn  the  price  movement  down- 
ward. Once  this  occurs  there  is  no  telling  how 
far  it  will  go.  Thus  it  is  that  although  a  period 
of  inflation  in  the  nature  of  things  cannot  run 
on  indefinitely,  and  if  let  alone  is  bound  to  end 
in  a  disastrous  collapse,  any  effort  to  check  it 
must  assume  the  possibility  of  a  period  of  de- 
pression. The  sooner  that  risk  is  taken  the 
better.  It  would  have  been  better  to  have 
checked  the  increase  of  indebtedness  which 
began  in  the  summer  of  1919,  and  it  would  have 
been  calamitous  to  have  had  another  year  of 
expansion  at  the  rate  we  were  going  in  the 
winter  of  1919-20.  That,  however,  was  impos- 
sible, because  conditions  abroad  put  the  ef- 
fective check  upon  expansion  in  this  country. 

The  Old,  Old  Story  of  Indation  and  Collapse. 

Every  period  of  rising  prices  continued  over 
a  period  of  years  begets  carelessness  about  in- 
curring debts.  The  more  deeply  people  go  into 
debt  in  such  a  time  the  more  money  they  make 
— while  the  movement  continues.  A  new  crop 
of  rich  men  is  created,  of  individuals  who  dis- 
regard all  the  sound  rules  of  doing  business. 
Margins  are  reduced  to  next  to  nothing,  credit 
is  strained  to  the  limit,  because  as  month  after 
month  passes  this  policy  is  found  to  pay.  Why 
should  a  speculator  in  stocks  carry  100  shares 
on  an  ample  margin  when  he  can  carry  200 
shares  and  double  his  profit,  and  that  reason- 
ing applies  generally?  Salesmen,  superinten- 
dents and  foremen  who  have  saved  up  a  little 
money  on  salaries  start  into  business  for  them- 
selves, and  make  money  rapidly,  turning  their 
profits  over  and  over  and  using  them  as  the 
basis  of  more  borrowing.  Everybody  is  pyra- 
miding, and  the  situation  becomes  highly  arti- 
ficial. It  is  evident  now  that  the  apparent 
scarcity  of  goods  about  a  year  ago,  when 
manufacturers  were  scaling  orders,  was  largely 
artificial,  caused  by  a  scramble  among  dealers. 
The  whole  business  situation  at  such  a  time 
becomes  infested  with  marginal  traders  who 
have  an  influence  in  putting  prices  up  but  lack 
resources  to  withstand  falling  prices.  Their 
holdings  are  thrown  on  the  market  at  a  time 
when  the  market  is  ill-prepared  to  receive 
them.  Men  have  been  buying  farms  valued 
at  $50,000,  by  paying  $1,000  or  $2,000  down 
and  entering  into  contract  to  pay  the  balance, 
expecting  to  sell  out  at  a  profit  before  the 
contract  matured.  For  several  years  the  game 
was  booming,  but  common  sense  warns  that 
that  sort  of  performance  must  come  to  an  end. 
It  has  about  one  "run"  for  each  generation, 
and  when  it  comes  to  an  end  a  fierce  demand 
always  rises  for  a  change  in  the  banking  or 
rrtonetary  system  which  is  held  to  have  been 
responsible  for  the  trouble.  All  the  people 
who  have  gotten  into  debt  are  sure  that  if 
credit  had  been  on  tap  without  limit,  the  boom 
would  have  kept  on  forever. 


International  Relations. 

The  international  situation  continues  to 
overshadow  domestic  trade  and  industry. 
There  are  no  signs  yet  of  quickening  trade  in 
Europe,  Asia  or  South  America.  Stagnation  is 
'reported  from  all  quarters,  with  inability  to 
sell  their  own  products  given  as  the  explana- 
tion for  inability  to  make  purchases.  It  would 
be  the  most  ignorant  interpretation  of  this 
state  of  affairs,  however,  to  attribute  it  to 
overproduction,  for  it  is  manifestly  due  to  a 
disorganization  of  the  world's  industrial  sys- 
tem, resulting  in  general  under-consumption. 

The  trade  of  the  world  has  been  declining. 
The  shipping  business  is  much  depressed,  suf- 
fering not  only  from  having  rnany  ships  out  of 
commission  but  from  the  reduction  of  charges 
which  naturally  follows.  As  of  February  1, 
1921,  the  United  States  Shipping  Board  had 
1,677  ships  under  its  control,  of  which  978  were 
in  active  operation.  At  the  peak  of  activity  170 
private  companies  were  operating  ships  char- 
tered from  the  Board;  on  February  1st  the 
number  had  been  reduced  to  129. 

Of  course  it  was  to  be  expected  that  the  sales 
of  the  United  States  and  of  Great  Britain,  the 
chief  exporting  nations,  would  decline,  unless 
the  countries  which  have  been  importing  on  so 
great  a  scale  would  get  themselves  into  posi- 
tion to  export  products  in  exchange.  It  would 
be  impossible  for  either  country  to  continue  in- 
definitely to  export  on  credit  at  the  rate  of  1919 
and  1920.  It  has  been  a  mystery  to  everybody 
how  the  United  States  could  pile  up  a  trade 
balance  in  the  last  two  years  of  $7,000,000,000, 
for  after  allowance  for  all  the  invisible  offsets 
in  the  form  of  loans,  security  sales,  shipping 
charges,  tourists'  expenditures,  gifts  and  re- 
mittances of  every  kind,  it  is  apparent  that  a 
large  share  of  the  goods  must  have  been  sold 
on  credit.  Throughout  the  two  years  the  tem- 
porary and  uncertain  character  of  this  trade 
has  been  constantly  referred  to.  Nobody  could 
tell  how  long  it  would  last,  but  anybody  could 
predict  that  it  would  not  go  on  forever.  It  has 
not  come  to  an  end  yet,  but  in  some  things, 
notably  raw  cotton  and  meat  and  dairy  prod- 
ucts, it  has  declined  and  the  effects  upon  our 
domestic  trade  have  been  serious.  In  this 
country  discussion  is  chiefly  directed  to  ex- 
pedients or  policies  by  means  of  which  it  is 
hoped  that  we  may  get  along  by  ourselves,  no 
matter  what  becomes  of  the  rest  of  the  world, 
but  nobody  is  quite  satisfied  that  this  can  be 
accomplished  with  any  great  degree  of  suc- 
cess. 

The  problem  of  sustaining  our  export  trade 
and  of  aiding  other  countries  to  effect  pay- 
ment for  purchases  in  this  country  is  bound  to 
press  upon  us  for  consideration. 


Opinions  of  British  Banlcers. 

The  annual  stockholders'  meetings  of  Brit- 
ish banking  institutions  for  the  election  of 
directors  and  officers  and  a  review  of  the 
year's  business  are  commonly  made  the  occa- 
sion for  extended  comments  upon  the  gen- 
eral business  situation.  The  addresses  this 
year  by  responsible  banking  officials  have 
dwelt  freely  with  the  European  situation  and 
are  of  great  interest. 

On  account  of  the  intimate  relations  of  Lon- 
don to  all  of  Europe  and  to  the  trade  of  the 
world,  we  think  it  well  worth  while  to  give 
our  readers  liberal  extracts  from  these  utter- 
ances, and  suggest  that  they  receive  the  care- 
ful reading  to  which  on  account  of  the  emi- 
nence of  the  authorities  they  are  entitled. 
They  may  be  well  borne  in  mind  in  consider- 
ing our  own  relations  to  the  international  sit- 
uation. 

The  Right  Honorable  R.  McKenna,  former- 
ly Chancellor  of  the  Exchequer,  now  Chairman 
of  the  Board  of  the  London  Joint  City  and 
Midland  Bank,  the  largest  bank  in  Great  Bri- 
tain, devoted  his  address  largely  to  a  discus- 
sion of  the  interest  rate  question,  his  position 
being  practically  that  set  forth  in  these  col- 
umns from  time  to  time,  to-wit:  that  while 
loans  were  increasing  and  prices  rising  it  was 
important  to  adopt  measures  for  checking  the 
inflation,  but  that  with  business  declining  and 
the  danger  of  further  inflation  at  this  time 
passed,  the  policy  should  be  of  more  liberal 
accommodations  and  lower  interest  rates  as 
soon  as  conditions  permit.  Upon  the  gen- 
eral European  situation,  he  said : 

Our  industrial  organization  has  been  built  up  on  the 
basis  of  an  Immense  international  trade.  Our  plant 
Is  designed  for  mass  production,  our  commercial 
houses  adapted  for  business  on  the  largest  scale. 
The  only  condition  under  which  47  millions  of  people 
can  live  In  these  islands — not  merely  tolerably,  but 
live  at  all — is  that  our  output  should  be  up  to  the 
highest  level  of  our  Industrial  capacity,  and  that  the 
surplus  of  goods  which  we  do  not  consume  ourselves 
should  be  freely  exchanged  for  the  Imported  food 
and  raw  materials  which  are  essential  to  our  exist- 
ence. 

The  economic  restoration  of  Europe  should  today 
be  our  first  concern.  If  we  neglect  it  our  whole  for- 
eign trade  will  contract  and  decay.  The  commerce  of 
the  world  must  be  considered  as  one  vast  whole,  and 
If  a  large  section  of  it  is  severed  from  the  rest  what 
remains  will  be  gravely  impaired.  If  the  broken 
countries  of  Europe  are  not  restored,  even  the  still 
solvent  states  will  slip  one  by  one  Into  the  general 
ruin. 

A  remedy  must  be  found,  and  found  quickly,  but 
what  remedy?  I  do  not  think  there  can  be  much 
doubt  as  to  what  Europe  needs  at  the  present  time. 
She  needs  peace;  not  merely  the  peace  of  pacts  and 
treaties,  but  peace  borne  of  the  spirit  of  peace,  when 
the  nations  "shall  beat  their  swords  into  ploughshares 
and  their  spears  Into  pruning  hooks."  The  govern- 
ments of  Europe  have  made  peace,  but  they  have  not 
yet  accepted  the  conditions  of  peace. 

Chairman  of  Barclay's  Bank. 

Mr.  Frederick  C.  Goodenough,  Chairman  of 
Barclay's  Bank,  one  of  the  five  leading  bank- 
ing institutions  of  Great  Britain,  said,  in  part: 


There  is  evidence  of  a  gradual  change  which  is  tak- 
ing place  In  the  distribution  of  our  trade.  Our  favor- 
able balance  with  Continental  countries  for  the  first 
nine  months  of  1919  was  £20:, 000,000,  while  our  un- 
favorable balance  with  other  countries  was  £729,000,- 
000.  This  position  Is  being  gradually  adjusted,  and 
during  the  corresponding  period  of  1920  the  favorable 
trade  balance  with  Europe  has  been  reduced  by  £64,- 
000,000,  while  the  adverse  balance  with  other  coun- 
tries has  been  reduced  by  £278.000,000,  so  that,  in  the 
general  adjustment  of  our  debtor  and  creditor  trade 
position,  we  arc  now  better  able  to  set  off  debts  owing 
in  one  direction  against  debts  owed  from  another. 

Much  has  been  done  since  the  armistice  towards 
the  improvement  of  our  foreign  trade,  and  although 
we  have  not  reached  anything  like  our  pre-war  vol- 
ume, still,  not  only  are  we  today — as  we  always  havo 
been — a  creditor  and  not  a  debtor  nation  (there  have 
have  been  some  popular  misapprehensions  upon  this 
point),  but  besides  this,  the  existing  figures  of  the 
Board  of  Trade  returns  go  to  show  that,  taking  our 
invisible  as  well  as  our  visible  exports  into  account, 
this  country  is  today  exporting  more  than  it  imports. 


I  feel  stiongly  that  we  are  now  at  the  cross-roads 
so  far  as  the  outlook  for  Industry  is  concerned,  and 
that  upon  our  choice  of  methods  depends  whether  we 
return  to  prosperity  via  a  protracted  or  via  a  short 
period  of  distress  and  unemployment. 

The  world  Is  passing  through  a  period  of  reset- 
tlement, and  if  we  take  a  broad  view  of  the  situation, 
especially  as  regards  assistance  to  distressed  coun- 
tries and  the  various  complexities  surrounding  In- 
demnity payments  and  Allied  indebtedness,  I  see  no 
reason  why  we  should  not  quickly  recover  from  the 
present  stagnation.  But  if  our  outlook  Is  to  be 
narrow,  nqt  only  will  trade  revival  be  delayed  but  our 
future  will  be  prejudiced.  We  cannot  afTord  to  Ig- 
nore the  interdependence  of  nations^ — a  more  impor- 
tant factor  now  than  during  the  period  which  fol- 
lowed the  Napoleonic  wars — and  our  aim  should  be 
the  creation  of  what  would  really  be  a  Financial 
League  of  Nations,  composed  of  all  the  countries 
able  to  help.  The  matter  Is  urgent,  and  the  world 
cannot  afford  delay;  our  part  Is  to  show  no  hesitation 
in  our  readiness  to  take  up  our  share  of  the  burden. 


Unless  we  can  get  to  the  root  of  the  causes  which 
at  the  present  time  are  shutting  down,  partially  or 
wholly,  the  markets  which  in  pre-war  times  took 
from  us  many  millions  of  our  output,  and  again  re- 
store them  to  normal  conditions,  it  would  seem  that 
a  recovery  in  the  Industrial  position  must  be  very 
slow  indeed.  Until  the  distressed  countries  of  Europe 
are  started  upon  a  fresh  financial  basis  which  is  fun- 
damentally sound,  their  markets  will  continue  to  re- 
main wholly  or  partially  closed.  With  their  unsound 
currencies  they  can  neither  pay  nor  obtain  credit,  and 
the  credit  schemes  which  have  been  proposed  are 
merely  palliatives  to  the  present  situation.  They  will 
act  only  very  slowly,  and,  so  far  as  we  can  see.  they 
will  not  provide  a  remedy  as  quickly  as  the  disease 
of  unsound  currency  will  drive  those  countries  Into 
bankruptcy. 

I  feel  that  It  will  fall  to  this  country  to  take  a  lead 
In  these  matters,  because  we  have  the  knowledge  and 
experience  which  is  not  possessed  by  any  other  coun- 
try, and  although  giving  a  lead  Involves  great  respon- 
sibility It  also  brings  with  it  results  which  will  bene- 
fit the  whole  worl^. 

Is^  Private  Enterprise  Adequate? 

It  has  been  thought  by  some  that  any  remedial 
measures  had  better  be  left  to  private  enterprise,  but 
that  is  open  to  this  difllculty.  that  In  many  in.stances 
the  risks  involved  are  neither  banking,  nor  In.surance, 
nor  trading  risks,  but  they  are  political  risks  over 
which  private  enterprise  can  exercise  no  sort  of  con- 
trol. For  this  reason  credit  cannot  be  forthcoming 
from  private  sources  to  an  extent  which  will  be  ade- 
quate to  do  what  Is  required,  and.  although  a  great 
volume  of  credit  has  already  been  granted  to  Europe 
since  the  armistice,  so  little  progress  has  been 
achieved  that  it  would  seem  that  organized  Interna- 
tional action  Is  needed  before  any  satisfactory  re- 
sults can  be  secured. 


At  the  root  of  the  troubles  of  the  distressed  coun- 
tries is  the  inability  to  meet  expenditure  out  of  reve- 
nue and  the  consequent  necessity  of  making  up  the 
deficiency  by  the  help  of  an  unsound  system  of  cur- 
rency which  enables  paper,  without  a  specific  backing 
or  ratio  of  value,  to  be  created  for  the  purpose  of  fill- 
ing up  the  gap;  if  this  process  is  to  be  arrested  be- 
fore bankruptcy  supervenes  international  assistance 
is  required — at  all  events  for  the  smaller  countries — to 
enable  them  to  tide  over  the  interval  of  time  until 
they  can  reorganize  their  internal  position  by  the  ad- 
justment of  revenue  and  expenditure  and  by  trade. 

Must  There  be  General  Bankruptcy? 

There  seems  to  be  no  other  way  short  of  a  general 
reconstruction  after  bankruptcy;  this  would  involve 
enormous  loss  of  capital,  followed  by  a  long,  painful 
and  dangerous  process  of  recovery,  all  of  which  would 
add  to  the  difficulties  of  trade  and  increase  the  pres- 
ent unemployment. 

If  international  securities  were  created  to  fill  this 
gap  some  form  of  international  control  would  be 
necessary  in  order  that  sound  financial  and  economic 
principles  might  be  insisted  upon.  The  carrying  out 
of  such  a  scheme  would  probably  involve  some  infla- 
tion of  credit  in  this  and  other  countries.  Such  infla- 
tion should,  however,  result  in  the  re-opening  of  trade 
and  la,  therefore,  preferable  b)  inflation  incurred  as  a 
cesult  of  trade  stagnation   and   unemployment  doles. 

The  International  Qovemment  Debts. 

There  is  also  the  question  of  our  own  foreign  debt 
and  the  debts  that  are  owing  to  us  by  other  foreign 
nations,  and  here  the  difficulty  arises  that,  whereas 
the  money  we  owe  abroad — and  it  is  a  very  large 
sum — is  for  the  most  part  payable  on  demand,  that 
which  is  owing  to  us  depends  for  payment  upon  the 
return  of  those  who  are  our  debtors  to  a  sound  finan- 
cial position,  and  this  will  take  time.  It  may  be  that 
as  a  matter  of  business  only  it  would  pay  us  to  make 
concessions  in  respect  of  debts  owing  to  us  by  Allied 
Governments,  provided  we  do  not  thereby  prejudice 
our  own  ability  to  pay.  We  might,  for  Instance,  con- 
sider the  possibility  of  a  part  cancellation  of  those 
sums  lent  to  our  Allies  for  the  purpose  of  purchasing 
munitions  in  this  country,  while  retaining  their  liabil- 
ity for  those  sums  which  In  effect  represent  money 
lent  to  them  by  the  United  States  through  ourselves. 
Such  a  policy  must,  of  course,  depend  upon  any  new 
agreement  that  may  be  made  with  regard  to  our 
debts  to  our  Allies,  but  If  an  ordinary  business  man 
finds  it  to  his  advantage  to  forgive  some  portion  of 
what  is  due  to  him,  in  order  that  his  debtor  may  be 
put  on  his  business  legs  again,  we,  as  a  nation,  might 
find  it  wise  to  do  the  same  with  regard  to  the  debts 
of  our  Allies.  The  better  exchange  conditions  which 
should  follow  might  enable  a  great  deal  of  what  is  al- 
ready owing  to  us  on  trade  transactions  to  be  paid, 
and  this  would  have  a  tendency  to  remove  congestion, 
besides  giving  the  opportunity  for  fresh  trade. 

Chairman  of   London   County,   Westminster  and 
Parr's  Bank. 

Mr.  Walter  Leaf,  Chairman  of  London 
County  Westminster  and  Parr's  Bank,  another 
one  of  the  Big  Five  British  banks,  touched 
upon  the  importance  of  reducing  expenditures 
for  armaments,  and  asked  whether  the  allied 
countries  were  not  going  out  of  their  way  to 
assist  Germany  in  her  recovery  by  insisting 
upon  her  disarmament  without  disarming 
themselves.  He  also  referred  at  length  and 
emphatically  to  pending  proposals  for  re- 
stricting trade  by  ill-advised  customs  tariffs. 
He  spoke,  in  part,  as  follows: 

For  bankers  the  year  has  been  one  of  Incessant 
vigilance  and  great  responsibility.  The  part  which 
banks  play  In  Industry  is.  I  believe,  much  exagger- 
ated In  popular  opinion.  It  must  always  be  remem- 
bered that  bankers  do  not  create  wealth — it  is  only 
within  very  narrow  limits  that  they  can  create  credit. 


Credit  is  based  on  production  and  savings  which  In- 
crease bank  deposits,  the  function  of  banks  is  mainly 
directive.  They  can  influence  in  one  direction  or  an- 
other the  employment  of  funds  which  their  customers 
place  with  them,  but  in  the  amount  of  credit  of  which 
they  can  dispose  they  are  neither  creators  nor  free 
agents;  they  are  strictly  limited  by  their  own  re- 
sources. 

There  has  been  during  the  year  a  certain  amount 
of  ill-informed  rumor  that  the  banks  have  been  re- 
stricting credits.  For  such  complaints  there  is  no 
ground.  I  can,  I  am  sure,  venture  to  say  that  the 
practice  of  other  banks  has  been  the  same  as  our 
own.  Our  rule  has  been  to  give  credits  on  the  most 
liberal  scale  consistent  with  the  proper  preservation 
of  our  resources.  There  has  been  no  sort  of  agree- 
ment or  understanding  among  the  banks  that  ad- 
vances should  be  restricted  or  rationed;  we  have  all 
endeavored  to  deal  with  the  situation  on  the  most 
generous  lines,  bearing  in  mind  particularly  the 
claims  of  our  smaller  customers. 

***** 

Taxation  and  Disarmdinent. 

But  it  cannot  be  denied  that  the  pressure  of  taxa- 
tion has  reached  a  most  serious  point.  Whether  the 
E.  P.  D.  Texcess  profits  duty]  deserves  all  the  oppro- 
brium that  has  been  poured  upon  it  is  a  question  on 
which  I  do  not  here  enter;  the  trouble  is  that  with 
national  expenditure  upon  its  present  basis  industry, 
in  one  form  or  another,  has  to  be  burdened  with  taxes 
up  to  the  breaking  point,  and  I  am  not  sure  that  any 
other  form  of  raising  the  revenue  which  our  waste- 
fulness requires  would  lead  to  less  complaint.  We 
even  begin  to  hear  suggestions  that  a  forced  loan  on 
terms  which  would  make  it  a  disguised  levy  on  capi- 
tal, may  be  the  best  remedy.  That  may  be  the  lament- 
able alternative  if  our  governors  do  not  see  their 
way  to  reduce  our  expenditure,  more  especially  our 
expenditure  on  armaments.  I  wonder  if  we  are  not 
going  out  of  our  way  to  assist  Germany's  recovery 
at  our  own  expense  when  we  insist  on  disarmament 
for  her  while  not  applying  it  to  the  whole  world,  in- 
cluding ourselves.  To  tell  the  truth,  I  see  no  radical 
remedy  for  the  present  discontent  except  in  world- 
wide disarmament;  it  is  in  the  League  of  Nations  that 
our  best  hope  lies. 

Credits  For  Trade. 

The  international  situation  is  at  the  root  of  every- 
thing that  most  disturbs  our  view.  A  year  ago  I 
said  that  all  depends  on  our  getting  the  current  of 
international  trade  once  more  flowing  freely;  but  the 
last  12  months  have  seen  far  too  little  advance  in  that 
direction.  No  progress  has  been  made  in  setting  on 
foot  the  exporting  power  of  the  enfeebled  nations  of 
the  Continent;  in  consequence  their  exchanges  have 
gone  from  bad  to  worse,  and  our  own  exports  are 
crippled.  They  are  driven  to  further  issues  of  a  dis- 
credited currency,  and  to  the  process  there  seems  at 
the  moment  to  be  no  end. 

Our  endeavors  are  being  directed  to  some  scheme  of 
barter  in  which  goods  can  be  exchanged  for  goods. 
At  the  moment  we  are  discussing  what  is  known  as 
the  Ter  Meulen  scheme,  under  which  the  depressed 
Continental  countries  shall  make  themselves  respon- 
sible for  the  purchases  of  their  nationals,  by  the  Issue 
to  them  of  Government  bonds,  under  the  auspices  of 
the  League  of  Nations,  which  they  can  give  in  pay- 
ment for  the  goods  they  buy. 

Other  proposals  are  before  us.  But  the  ultimate 
guarantees  for  all  plans  is  the  same.  It  is  essential 
that  all  purchases  made  from  us  by  foreign  countries 
should  be  balanced  by  equivalent  exports  from  them 
to  us,  which  will  enable  the  respective  Issuing  coun- 
tries to  provide  funds  for  the  due  redemption  of 
their  obligations.  It  is  on  the  maintenance  of  this 
equivalent  export  that  all  schemes  hang. 

Folly  of  Artificial  Interference  with  Trade. 

It  Is  to  me  amazing  that,  at  the  very  moment  when 
these  plans  are  before  us,  we  should  be  disturbed  by 
rumors  of  further  propossals  to  hnmprr  the  free  ex- 
change of  goods  on  which  not  only  these  schemes,  but 
any  possible  hopes  of  restoring  our  own  pre-war  po- 
sition,   are    entirely    dependent.      The    fundamental 
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principle  of  International  barter,  which  In  normal 
times  U  perhaps  aomewhat  obscured  by  the  nmooth 
working  of  the  exchanges,  is  that  "If  thou  will  not 
buy.  nelthpr  ahalt  thou  sell."  It  is  most  distressing 
to  And  that,  at  the  very  moment  when  one  would 
have  thought  that  this  maxim  was  forcing  itself  upon 
the  intclllgenoe  of  the  blindest,  we  should  hear  talk 
alMUt  "anti-dumping."  "key  industries"  and  the  like, 
all  of  which  is  simply  a  demand  for  hampering  or 
even  prohibiting  the  imports  which  are  needed  to  pay 
for  the  goods  of  which  our  warehouses  are  at  the 
moment  full  to  overflowing,  and  for  which  a  large 
part  of  Europe  Is  hungering.  Plainly,  if  legislation 
to  this  effect  is  passed,  it  will  put  an  effective  stop 
to  the  Ter  Meulen  scheme,  or  to  any  modiflcatlon  of  It. 
It  will  effectually  bar  any  prospect  of  an  improvement 
In  the  position  of  the  Continental  exchanges.  It  will, 
moreover,  by  keeping  up  costs  at  home  place  a  most 
powerful  means  of  competition  in  all  neutral  countries 
in  the  hands  of  nations  whose  exchanges  are  at  a 
discount,  and  will  probably  be  Immediately  effective 
In  crushing  our  foreign  trade,  which  is  surely  burd- 
ened enough  as  it  is. 

It  is  not  merely  my  own  opinion  which  I  am  ex- 
pressing. Only  a  few  months  ago  there  sat  in  Brus- 
sels a  conference  of  all  the  best  financial  Intellects  of 
E^irope.  They  drew  up  a  series  of  resolutions  show- 
ing the  principles  on  which  alone  the  economical  res- 
toration of  the  world  was  possible.  With  all  their 
resolutions  I  believe  that  the  best  opinion  everywhere 
Is  in  agreement.  The  economic  depression  of  the 
Continent  is  largely  due  to  the  artiflcial  barriers 
which  the  new  States  are  setting  up  between  them- 
selves. This  we  are  all  agnreed  is  wrong.  This  is  the 
resolution  which  the  conference  passed  unanimously: 

"The  conference  recommends  that,  within  such  lim- 
its and  such  time  as  may  appear  possible,  each  coun- 
try should  aim  at  the  progressive  restoration  of  that 
freedom  of  commerce  which  prevailed  before  the  war, 
including  the  withdrawal  of  artiflcial  restrictions  on 
and  discriminations  of  price  against  external  trade." 

Adherence  to  Economic  Laws. 

It  Is  recognized  that  one  of  the  chief  causes  of  the 
lamentable  plight  of  Austria  today  is  the  action  of  the 
nations  into  which  the  Austrian  Empire  has  split  up 
in  closing  by  tariffs  the  free  interchange  of  their 
products.  It  has  been  for  us  hitherto  to  show  other 
nations  the  better  way.  The  prospect  that  we  may 
follow  their  example  and  interfere  with  the  free  ex- 
change of  goods  is  one  that  fills  me  with  the  gravest 
apprehension.  We  have  surely  had  enough  of  Gov- 
ernment interference  with  trade  that  In  this  critical 
moment  such  Intervention  should  be  extended  to  the 
most  vital  and  most  delicate  part  of  our  commerce 
seems  to  me  only  too  likely  to  lead  to  disaster. 

Ladies  and  gentlemen.  I  do  not  wish  to  sit  down 
with  the  word  "disaster"  on  my  lips;  I  do  not  believe 
that  there  is  any  need  for  disaster.  I  am  convinced 
that,  if  our  difficulties  are  allowed  to  work  themselves 
out  on  natural  lines,  we  can  see  our  way  through  them 
all.  But  one  great  lesson  of  the  war  Is  that  economic 
laws  will  have  their  way  in  the  end,  and  that  Gov- 
ernment attempts  at  Interference  with  them,  if  they 
postpone  the  inevitable  result,  only  aggravate  it.  We 
have  had  an  outcry,  which  has  largely  attained  its 
end.  for  the  removal  of  all  political  interference  with 
trade  and  Industry.  Do  not  let  us,  at  the  moment 
when  the  removal  of  the  last  of  these  mischievous 
Interventions  is  in  sight,  recur  to  tne  bad  old  plan. 
Let  us  be  farsighted  enough  to  resolve  that  we  will 
have  no  more  attempts  to  bolster  up  unsound  posi- 
tions, and  set  our  faces  boldly  to  the  task  of  working 
out  our  own  salvation. 

The  Settletnent  With  Germany. 

The  sum  fixed  for  Germany  to  pay,  226,000,- 
000,000  gold  marks,  or  about  $5i,000,000,000, 
in  forty-two  years,  would  not  have  seemed 
nearly  so  large  if  stated  in  terms  of  present 
worth,  but  it  is  useless  to  calculate  the  pres- 


ent worth  of  a  sum  which  by  no  possibility 
can  be  paid  in  the  present.  Few  raise  any 
question  about  the  sum  named  except  as  to 
the  ability  of  Germany  to  pay  it.  The  war  was 
a  hideous  crime  for  which  the  German  govern- 
ment was  directly  responsible,  and  the  depre- 
dations in  largt  part  were  without  reason  even 
from  the  standpoint  of  military  necessity. 
The  average  payment  per  annum  over  the 
period  is  about  $1,300,000,000,  which  is  a  heavy 
but  not  inconceivable  burden  for  tlie  productive 
powers  of  Germany  to  bear,  assuming  the 
German  people  to  be  united  in  a  common  pur- 
pose to  sacrifice  and  pay.  In  the  last  five 
years  the  United  States  actually  has  exported 
a  surplus  of  goods  amounting  to  approximate- 
ly $3,000,000,000  per  year.  Of  course  the  level 
of  prices  is  an  important  factor  in  any  such 
undertaking.  The  temper  and  attitude  of  the 
body  of  a  people,  their  resolution  to  accom- 
plish a  purpose  and  to  make  sacrifices  for  it,  is 
an  inevitable  factor,  and  does  not  relate  mere- 
ly to  the  attitude  they  may  hold  toward  in- 
demnity payments.  Whatever  the  cause  may 
be,  if  people  are  discontented  with  their  lot 
and  feel  that  they  are  inadequately  compen- 
sated for  their  labors,  their  efficiency  is  likely 
to  be  affected.  It  is  a  well-known  fact  that 
the  efficiency  of  labor  in  the  United  States  is 
diminished  by  a  prevalent  feeling  that  it  is  not 
as  well  paid  as  it  should  be.  Such  feeling  is 
beyond  control  by  any  authority,  and  it  is  im- 
possible to  say  to  what  extent  the  efficiency 
of  a  people  may  be  thus  impaired,  when  sacri- 
fices are  required  which  affect  wage  rates  and 
the  standard  of  living. 

The  Exchange  Problem. 

The  most  serious  problem  connected  with 
these  reparation  payments,  however,  is  that  of 
the  means  by  which  they  shall  be  accom- 
plished. Most  people  fail  to  take  account  of 
the  difficulties  which  attend  upon  great  pay- 
ments to  be  made  in  another  country  and  a 
different  money.  It  will  be  one  thing  for  the 
German  government  to  raise  by  taxation  and 
collect  into  its  Treasury  the  sums  required,  and 
another  thing  to  pay  them  over  to  the  Treas- 
uries of  foreign  countries.  People  are  so  ac- 
customed to  the  simplicity  of  exchange  opera- 
tions in  ordinary  business  tliat  they  do  not  ap- 
preciate that  such  operations  are  based  at 
last  upon  trade  in  commodities.  They  do  not 
readily  grasp  the  fact  that  these  payments  can- 
not be  made  in  German  currency  or  in  gold, 
but  require  the  exportation  of  goods.  Ger- 
many must  have  a  surplus  of  exports  over  im- 
ports equal  to  the  amount  of  the  required 
payments,  and  this  means  that  Germany  must 
be  a  much  larger  factor  in  international  trade 
than  ever  in  the  past. 
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Effects  Upon  World  Trade. 

Obviously  this  introduces  a  new  element  into 
the  situation.  Not  only  must  Germany  be 
willing  to  make  the  goods  and  devote  them  to 
the  discharge  of  this  obligation,  but  she  must 
find  a  market  for  them.  She  must  find  coun- 
tries willing  to  buy  them,  and  this  does  not 
promise  to  be  an  easy  task.  Mr.  Lloyd-George 
frankly  says  that  the  chief  difficulty  the  allies 
encountered  in  coming  to  an  agreement  was 
that  none  of  them  wanted  to  admit  German 
goods  into  their  own  market  in  competition 
with  their  own  products.  France  has  not  been 
willing  that  Germany  should  undertake  recon- 
struction work  in  the  devastated  districts,  sup- 
plying labor  and  materials.  It  is  said  that  the 
French  residents  were  unwilling  that  this 
should  be  done.  They  want  Germany  to  pay, 
but  she  can  pay  only  in  work,  and  for  whom 
shall  the  work  be  done? 

It  is  evident  that  this  situation  is  bound  to 
be  an  important  factor  in  world  trade.  Ger- 
many must  create  a  large  balance  of  trade  in 
her  favor,  and  turn  that  balance  over  to 
France,  which  straightway  raises  the  ques- 
tion, what  countries  are  likely  to  buy  of  Ger- 
many on  this  scale? 

Effects  In  the  United  States. 

Newspaper  comment  on  the  other  side  in- 
dicates an  expectation  that  after  the  terms  are 
settled  and  bonds  have  been  issued  by  Ger- 
many for  the  agreed  amount,  they  may  be  sold 
in  the  United  States,  or  German  goods  sold 
in  this  country  to  accomplish  the  payments. 
But  it  must  be  remembered  that  this  country 
never  has  looked  kindly  upon  heavy  imports. 
If  Europe  has  the  latest  news  from  Washing- 
ton it  knows  that  work  has  been  under  way 
for  some  weeks  upon  a  new  protective  tariff 
which  is  understood  to  be  one  of  the  first 
things  on  the  program  of  the  new  administra- 
tion. If  we  are  not  willing  to  admit  foreign 
goods  to  even  pay  the  interest  on  the  debts  al- 
ready due  us  from  Europe,  what  is  the  proba- 
bility that  we  will  accept  goods  from  Ger- 
many in  payment  of  the  reparation  obliga- 
tions? This  does  not  signify  deliberate  refusal 
to  co-operate  for  the  assistance  of  France,  but 
only  the  maintenance  of  a  traditional  policy. 
And  if  the  goods  cannot  be  sold  in  the  United 
States,  what  is  the  prospect  for  selling  them 
elsewhere?  Will  the  buyers  of  importing 
countries  turn  from  the  markets  of  the  United 
States  and  Great  Britain  to  the  markets  of 
Germany  for  the  purpose  of  aiding  the  latter 
to  meet  these  obligations,  and  will  the  coun- 
tries ambitious  to  increase  their  own  exports 
modify  their  efforts  in  order  to  favor  this  ar- 
rangement? We  ask  only  for  the  purpose  of 
bringing  out  some  of  the  difficulties  of  the  sit- 
uation. It  is  a  situation  which  does  not  in- 
volve France  and  Germany  alone,  but  all  coun- 


tries, and  while  all  would  like  to  see  France 
receive  the  reparation  payments,  they  are  not 
unlike  France  in  wanting  Germany  to  make 
them  without  interfering  with  their  trade. 

Comments  in  Other  Countries. 

The  circular  letter  of  Samuel  Montague  & 
Co.,  London,  of  recent  date,  touches  on  this 
subject  of  reparation  payments  to  Great 
Britain  with  this  comment : 

What  will  be  the  effect  on  this  country,  and  espe- 
cially on  individual  manufacturers,  if  we  receive  large 
quantities  of  goods  free?  This  is  another  circum- 
stance brought  about  by  the  war  for  which  we  have 
no  precedent;  old-time  economics  pre-suppose  that 
goods  imported  will  be  paid  for  by  goods  exported. 
It  will  be  of  interest  to  know  who  will  fix  the  price 
of  the  German  exports,  who  will  pay  the  12  per  cent 
tax  and  to  whom  the  goods  will  be  consigned  in  this 
country,  and  who  will  dispose  of  them.  It  looks  as 
though  there  will  be  more  work  ror  a  "Disposals 
Board." 

Germany's  neighbors  who  have  any  manu- 
facturing industries  are  all  showing  concern 
on  the  subject.  The  Netherlands  Association 
of  Manufacturers  have  recently  passed  resolu- 
tions, addressed  to  the  Minister  of  the  Colo- 
nies, reading  in  part  as  follows : 

We  observe  with  great  disquietude  the  business 
done  by  Germans  in  our  colonies,  and  it  is  especially 
the  metal  branches  which  are  offering  their  goods  at 
very  low  prices.  The  danger  is  so  great  that  our  own 
manufacturers  are  driven  from  the  field  and  our  busi- 
ness will  suffer  irreparable  injury  unless  quick  meas- 
ures of  relief  are  taken.  We  apprehend  a  permanent 
shrinking  of  our  export  industries  which  will  react 
unfavorably  on  our  domestic  situation. 

These  quotations  are  enough  to  indicate  the 
real  problem  involved  in  the  reparation  pay- 
ments. They  make  a  problem  in  international 
trade  because  they  are  an  abnormal  factor  in 
it,  not  a  natural  development.  The  French  in- 
demnity of  1870-72  of  $1,000,000,000  was  paid 
in  the  main  through  sales  by  the  French  peo- 
ple of  foreign  securities  which  they  had  owned. 
These  securities  were  disposed  of  in  foreign 
markets  and  the  credits  turned  over  to  Ger- 
many and  either  collected  gradually  or  invest- 
ed abroad.  To  the  extent  that  Germany  owns 
property  abroad,  or  property  like  ships  that 
can  be  transferred,  the  problem  is  simplified, 
but  its  possessions  of  this  class  are  nowhere 
near  enough  to  cover  the  bill. 

The  Emergency  Tariff. 

At  this  writing  the  emergency  tariff  bill  has 
been  agreed  upon  in  conference.  It  probably 
will  be  passed  and  vetoed  by  President  Wil- 
son, but  the  readiness  of  the  Congress  to  pass 
it  indicates  that  an  act  along  similar  lines  will 
become  a  law  at  an  early  date. 

It  is  true  that  a«protective  tariff  is  not  a  new 
venture  in  this  country.  We  have  had  one 
during  most  of  the  development  period  of  our 
history,  but  the  conditions  are  different  from 
what  they  have  been   heretofore.     The  plat- 
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form  of  the  Republican  party  in  the  last  cam- 
paign distinctly  recognized  this  fact  and  indi- 
cated some  modification  of  party  policy. 

The  industries  of  the  country  have  become 
widely  diversified,  and  in  many  lines  have  de- 
veloped to  such  an  extent  that  they  are  playing 
an  important  part  in  foreign  markets,  and  are 
in  a  degree  dependent  upon  such  markets. 
The  great  home  market  for  raw  materials  and 
foodstuffs,  which  the  early  advocates  of  pro- 
tection had  in  their  minds,  has  been  created, 
and  for  many  raw  materials  we  are  now  de- 
pendent upon  foreign  supplies  and  probably 
always  will  be  hereafter.  It  is  not  likely  that 
the  home  production  of  either  hides  or  wool 
will  ever  be  a  larger  proportion  of  our  con- 
sumption that  it  is  now,  no  matter  what  im- 
port duties  are  levied.  If  this  is  true  we  have 
reached  the  point  where  duties  upon  these 
commodities,  instead  of  developing  home  pro- 
duction, are  simply  taxes  levied  upon  necessar- 
ies of  common  consumption.  Moreover  they 
are  burdensome  to  industries  like  tanning  and 
shoe  making  which  receive  raw  materials  from 
abroad  and  export  finished  products. 

They  are  burdensome  in  that  they  increase 
the  cost  of  living  for  wage-earners  and  compel 
wage  increases  which  are  merely  compensa- 
tory, while  placing  the  industries  that  are  striv- 
ing to  do  business  abroad  on  a  higher  level  of 
costs  than  their  foreign  competitors.  More- 
over the  countries  which  sell  hides  and  wool  to 
us  buy  manufactures  from  us,  and  have  prac- 
tically no  means  of  payment  but  in  such  prod- 
ucts. They  are  sensitive  about  legislation 
affecting  their  products.  As  good  merchants 
it  behooves  us  to  give  consideration  to  the 
feelings  and  also  the  means  of  payment  of  our 
customers,  and  to  manifest  a  friendly  and  re- 
ciprocal spirit  toward  them.  They  cannot  trade 
with  us  without  our  co  operation.  Trade  does 
not  mean  simply  selling;  it  means  an  ex- 
change of  products. 

An  Abnormal  Fear  of  Imports. 

Some  of  our  people  seem  to  have  an  abnor- 
mal fear  of  imports.  They  fail  to  see  that 
imports  are  a  necessary  accompaniment  of  ex- 
ports, and  think  that  other  countries  are  about 
to  swamp  us  with  their  products  when  as  a 
matter  of  fact  those  peonies  are  at  their  wit's 
end  to  find  means  of  making  payment  for  the 
goods  they  are  buying  here.  We  have  heard 
much  in  recent  months  about  the  flood  of  Can- 
adian wheat  sweeping  over  our  borders.  The 
movement  of  wheat  between  this  country  and 
Canada  for  the  full  year  1920  consisted  of  14,- 
311,672  bushels  from  this  country  to  Canada 
and  34,954,304  from  Canada  to  this  country. 

This  was  the  total  movement,  with  a  crop 
and  carry-over  in  this  country  of  over  900,- 
000,000  bushels. 


Moreover,  throughout  the  year  the  move- 
ment from  both  countries  to  Europe  was  vast- 
ly greater  than  between  them,  showing 
that  prices  here  were  on  the  European  market 
basis.  Our  own  exports  of  wheat  in  the 
last  six  months  have  exceeded  200,000,000 
bushels,  sold  in  open  competition  with  wheat 
from  everywhere.  Of  course  the  Canadian 
crop  has  been  a  factor  in  the  market.  We  read 
daily  of  the  influence  of  Argentine  and  Austral- 
ian wheat  not  only  in  foreign  markets  but  in 
our  own  markets,  although  not  a  bushel  of  it 
comes  here.  What  reason  then  is  there  for 
thinking  that  the  importations  from  Canada 
had  any  greater  effect  than  they  would  have 
had  if  they  had  gone  to  Liverpool?  They  have 
been  a  novelty,  more  noticeable  and  therefore 
more  talked  about. 

There  is  a  milling  demand  for  the  different 
grades  of  wheat  for  mixing  purposes.  The 
Spring  wheat  of  the  Northwestern  States  in 
1920  was  not  of  the  best  quality,  and  Canadian 
wheat  has  been  used  in  connection  with  it. 
That  is  not  to  the  disadvantage  of  our  wheat 
growers,  as  it  helps  sustain  the  reputation  of 
American  flour. 

Large  and  Small  Considerations. 

While  considering  the  controversy  over 
wheat  we  should  not  lose  sight  of  the  fact  that 
our  total  of  all  exports  to  Canada  last  year 
was  valued  at  $971,000,000,  while  Canadian 
exports  to  the  United  States  were  valued  at 
$611,000,000.  Cannot  we  afford  to  let  that  trade 
alone  ? 

There  are  people  alarmed  about  the  butter 
industry  of  this  country,  which  has  an  aggre- 
gate product  of  about  1,500,000,000  pounds 
per  annum,  because  we  imported  in  1920  about 
:jr,000.000  pounds.  It  locks  to  them  as  though 
Denmark,  with  a  total  production  of  about 
230,000,000  pounds  might  drive  us  off  the  map. 
The  truth  is  that  the  fluctuations  of  rainfall  in' 
this  country  have  much  more  effect  on  the 
butter  supply  than  all  the  importations.  Our 
exports  of  all  kinds  to  Denmark  in  1920  were 
valued  at  ^5,074,449,  while  the  total  exports 
of  Denmark  to  the  United  States  were  valued 
at  $20,573,746.  Why  not  also  let  that  trade 
alone? 

In  the  case  of  Argentina  our  imports  and  ex- 
ports were  more  nearlv  in  balance,  the  former 
amounting  to  $207,776,868  and  the  latter  to 
$213,725,984.  We  produced  last  year  about 
3,250,000,000  bushels  of  corn  and  imported  all 
told  7,74  1.000  bushe's  of  which  G.088,000  came 
from  Argentina.  The  latter  amount  does  not 
exceed  the  production  of  single  counties  in 
Illinois  and  Iowa.  We  bring  in  considerable 
flax-seed  from  Argentina,  which  makes  linseed 
oil,  and  this  is  a  factor  in  building  operations, 
now  hindered  by  high  costs.     Flax  has  been 
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grown  in  this  country  mainly  as  a  first  crop 
on  new  lands,  and  therefore  is  a  diminishing 
product. 

In  trade  with  these  countries  and  many 
others  we  send  out  goods  representing  higher 
expenditures  for  labor  than  those  we  receive — 
manufactures  against  natural  products,  and 
often  natural  products  of  which  we  have  a 
diminishing  supply.  In  the  case  of  cotton 
goods,  shoes  and  other  things  that  might  be 
named,  the  exports  represent  agricultural  prod- 
ucts plus  the  labor  of  American  wage-earners, 
who  are  consumers  of  agricultural  products. 
It  is  probable  that  all  the  agricultural  products 
imported  into  this  coimtry  from  Canada  are 
not  sufficient  to  feed  the  wage-earners  in  our 
factories  who  make  the  goods  we  sell  in  Can- 
ada. It  is  a  superficial  view  which  sees  the 
farmer's  interest  only  as  afifected  by  imports. 
He  is  interested  in  the  general  prosperity  of 
the  country. 

Competition  of  Asia. 

A  publication  of  some  prominence  has  given 
currency  to  the  rather  hectic  declaration  that 
the  farmers  of  the  United  States  would  be  sure- 
ly reduced  to  a  peon  class  unless  protection 
was  given  against  the  products  of  Asia.  The 
author  of  this  statement  seemed  to  be  under 
the  impression  that  the  hundreds  of  millions  of 
inhabitants  of  Asia  had  learned  how  to  do 
without  food  themselves  and  had  just  discov- 
ered where  they  might  dump  it.  And  appar- 
ently he  did  not  know  that  the  average  value 
per  acre  of  all  the  farming  lands  in  the  United 
States  doubled  in  the  10  years  from  1900  to 
1910  and  then  doubled  again  from  1910  to 
1920,  thus  quadrupling  in  20  years,  although 
Asia  was  there  all  of  the  time. 

There  is  a  loss  of  all  sense  of  proportion  and 
of  the  saving  sense  of  humor  in  these  panicy 
symptoms,  and  some  danger  of  appearing 
ridiculous.  As  a  matter  of  fact  the  real 
farmers  know  better,  as  is  evidenced  by 
the  fact  that  farming  lands  are  even  now 
changing  hands  at  prices  close  to  the  top. 
The  farmers  of  mature  years  have  been 
through  such  experiences  before,  and  have  not 
forgotten  the  time  when  they  were  told  that 
agriculture  was  ruined  forever  without  the 
free  coinage  of  silver  at  16  to  1. 

A  Fair  Exchang;e  is  No  Robbery. 

It  scarcely  accords  with  the  dignity  of  a 
country  whose  wealth  is  so  great  in  compari- 
son, and  which  has  suffered  relatively  so  little 
from  a  world  calamity,  to  be  so  disturbed  over 
some  of  the  incidental  effects  of  the  world- 
wide disorganization,  and  so  regardless  of  how 
its  efforts  to  escape  them  may  increase  the 
general  disorder.  The  world,  admittedly,  is 
full  of  selfishness,  and  we  may  be  allowed  to 
have  our  share,  but  it  ought  at  least  to  be  an 


intelligent  selfishness.  This  is  a  world  situa- 
tion and  we  have  more  to  gain  by  aiding  the 
restoration  of  order  than  by  increasing  the 
confusion. 

We  ought  to  remember  when  we  hear  the 
alarming  stories  of  impending  imports  that 
other  peoples  are  merely  trying  to  trade  with 
us,  to  give  something  of  their  production  for 
something  of  our  production,  or  to  pay  us  for 
something  they  have  already  had.  The  low 
exchange  rates  are  given  as  a  reason  for  im- 
posing higher  duties,  but  to  a  great  extent 
they  are  due  to  a  state  of  trade  that  is  one- 
sided in  our  favor.  The  exchange  rates  are 
abnormal  largely  because  the  state  of  trade 
is  abnormal,  and  we  may  doubt  the  wisdom  of 
taking  steps  to  keep  the  state  of  trade  ab- 
normal. The  whole  situation  will  right  it- 
self with  a  great  deal  more  certainty  if  let 
alone  than  if  the  law-making  authorities  of 
all  countries  muddle  with  it.  If  the  balance  of 
trade  turns  against  us,  exchange  rates  will 
turn  against  other  countries  under  the  same 
influences  which  now  set  them  against  us. 

Silver. 


The  course  of  silver  since  the  decline  began 
last  Spring  has  been  a  great  disappointment 
to  producers.  They  had  counted  upon  the 
Pittman  act  as  assuring  at  least  $1  per  ounce 
for  the  metal  until  the  United  States  govern- 
ment had  replaced  the  silver  dollars  melted  and 
exported  under  that  act.  It  seemed  reasonable 
to  expect  that  with  the  entire  production  of 
the  United  States  taken  off  the  market,  the  re- 
mainder of  the  world's  production  would  com- 
mand at  least  the  price  fixed  for  the  American 
product.  The  outpouring  of  old  silver  coins 
from  the  countries  of  Europe  where  paper  has 
taken  the  place  of  all  metallic  currency,  has 
been  the  most  unexpected  development,  but 
the  unprecedented  reversal  of  the  trade  rela- 
tions between  India  and  the  rest  of  the  world 
has  been  another.  It  has  been  customary  for 
India  to  have  a  trade  balance  in  her  favor  on 
merchandise  account,  which  was  settled  in  sil- 
ver. In  1020  its  exports  fell  off  to  such  an  ex- 
tent that  the  balance  turned  over,  and  India 
actually  exported  both  silver  and  gold. 

The  United  States  Government  under  the 
Pittman  act  is  required  to  buy  all  the  silver  of 
domestic  production  that  may  be  offered  at 
$1  per  ounce  until  the  entire  amoiint,  aboiit 
208,000  ounces,  sold  under  the  Pittman  act  is 
replaced.  About  37,000,000  ounces  have  been 
purchased  to  this  time  and  as  this  bullion  is  a 
dead  asset  until  converted  into  dollar  pieces, 
coinage  has  been  recently  commenced.  Mean- 
while the  price  in  New  York  of  silver  produced 
outside  of  the  United  States  is  about  55  cents 
per  ounce.  That  is  all  that  is  paid  for  the 
metal  by  the  manufacturers  of  silver  ware. 
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The  whole  story  of  silver  is  a  ludicrous 
illustration  of  the  management  of  govern- 
mental affairs.  The  silver  hoard  in  the  Treas- 
ury was  originally  bought  in  an  effort  to  main- 
tain a  double  standard  of  value,  which  proved 
a  failure.  The  value  of  the  amount  of  silver 
contained  in  a  silver  dollar  declined  to  50  cents 
and  lower,  but  the  dollar  pieces  and  paper  cer- 
tificates representing  them  were  held  at  par 
by  the  guarantees  of  the  Government.  The 
certificates  would  have  circulated  at  par  on 
these  guarantees  without  any  silver  pieces 
behind  them. 

Comparatively  few  silver  dollars  were  in  cir- 
culation, the  public  preferring  the  certificates. 
When  this  country  entered  tiie  war,  there  was 
pressing  need  for  silver  with  which  to  pay 
the  immense  trade  balance  owing  to  India  both 
by  Great  Britain  and  the  United  States.  Silver 
is  the  common  currency  of  India ;  the  people 
there  are  not  familiar  with  paper  money  and 
distrust  it.  The  only  stock  of  silver  within 
reach  consisted  of  the  silver  dollars  in  the 
United  States  Treasury,  which  might  be  re- 
leased by  substituting  Federal  Reserve  notes 
for  silver  certificates  in  circulation.  In  order 
to  do  this,  however,  it  was  necessary  to  obtain 
the  authority  of  Congress,  and  to  get  it 
promptly.  The  price  of  silver  was  rapidly  ad- 
vancing and  the  silver  producers  of  this  coun- 
try were  averse  to  releasing  the  Treasury 
hoard,  which  threatened  to  not  only  check  the 
advance  but  perhaps  break  the  market.  Oppo- 
sition to  the  proposal  developed,  and  a  com- 
promise was  effected  by  which  the  Treasury 
was  directed  to  re-purchase  the  amount  sold,  at 
$1  per  ounce,  the  selling  price  being  $1.01_V2 
cents,  the  IJ/2  cents.being  intended  to  cover  m- 
cidcntal  expenses.  With  this  provision  agreed 
tol  the  opposition  was  withdrawn  and  the 
bill  went  through  without  opposition. 

Of  course  the  re-purchase  of  this  silver  and 
re-coinage  of  the  dollar  pieces  is  an  absurdity, 
a  repetition  with  full  knowledge  of  a  mistake 
made  when  the  country  was  floundering  with 
the  silver  question.  But  the  Pittman  act  would 
have  to  be  repealed  to  give  the  Secretary  of  the 
Treasury  a  free  hand,  and  in  view  of  the  con- 
ditions under  which  the  act  was  passed  it  is 
probable  that  many  members  of  Congress  who 
voted  for  it  do  not  feel  at  liberty  to  favor  re- 
peal. 

There  is  another  development  which  makes 
the  situation  more  serious  to  the  silver  pro- 
ducers. The  high  price  of  silver  caused  several 
countries  to  alter  their  cpinagc  laws,  substi- 
tuting nickel  for  silver  to  a  greater  extent  than 
formerly.  Thus  the  silver  coins  of  Great 
Britain  as  made  in  the  future  instead  of  having 
eleven-twelfths  of  their  composition  of  silver 
and  the  remainder  copper,  will  be  only  one- 
half  silver  and  the  remainder  nickel  and 
copper. 


Mtrketing  Facts. 

We  referred  last  month  to  the  vast  amount 
of  misinformation  that  is  current  about  mat- 
ters concerning  which  it  is  quite  possible  to 
obtain  the  facts  by  taking  a  little  trouble,  and 
particularly  about  the  market  value  of  farm 
products  at  different  seasons  of  the  year.  Re- 
viewing market  conditions  since  1913  the 
Wall  Street  Journal  finds  the  facts  as  to  cot- 
ton and  wheat  to  have  been  as  follows: 

In  October  and  November.  1913.  the  average  price  of 
cotton  was  M.l  cents.  The  average  for  the  followins 
May  and  June  showed  no  speculalivo  proflt  as  it  was 
13.3  cents.    The  average  for  the  crop  sales  in  1914  was 

14  cents,  and  for  May  and  June.  ISI,"),  it  showed  the 
speculator  a  loss  of  more  than  4  cents.  In  the  same 
periods  of  1915-16  there  was  a  small  profit,  about  pay- 
ing warehouse  charges  and  interest.  This  was  larger 
in  the  season  1916-17,  and  there  was  a  real  profit  In 
1917-18,  as  between  27.2  cents  and  31.6  cents. 

But  in  the  season  1918-19  there  was  a  loss  of  the 
difference  between  3:'.8  cents  and  30.6  cents,  to  say 
nothing  of  the  carrying  cost.  Only  on  the  avera«;e 
between  October  and  November.  1919.  and  May-June, 
1920,  would  the  speculator's  proflt  have  been  worth 
the  gamble  in  a  rise  of  from  35.5  cents  to  43.5  cents. 
It  he  bought  cotton  last  October,  "to  take  advantage 
of  the  farmer,"  he  is  now  facing  a  heavy  loss. 

And  there  was  nothing  like  a  certainty  for  the 
gambler  In  wheat.  He  would  have  lost  money  be- 
tween October,  1913,  and  June,  1914,  after  paying 
carrying  charges.     He  would  have  done  well  in  1914- 

15  and  have  made  a  sub.stantial  profit  In  1916-17.  com- 
ing out  even  in  1916-16,  losing  money  in  1917-18  and  in 
1918-19,  and  making  some  of  it  back  in  1919-20.  If 
he  had  bought  the  farmer's  wheat  at  the  average  of 
October- November  last  year,  he  would  be  facing  a 
loss  sutflcient  to  wipe  out  all  he  had  made  In  the  good 
years  and  to  double  the  losses  he  had  made  in  the 
bad  ones. 

According  to  business  experience  if  there 
was  a  certainty  that  any  of  the  farm  staples 
would  be  worth  enough  more  in  the  Spring 
months  than  Fall  months  to  pay  the  cost  of 
carrying  them  and  a  good  margin,  capital 
would  flow  naturally  into  the  investment. 
This  fact  creates  a  strong  presumption  that 
there  is  no  certainty  of  profit  in  the  venture, 
and  that  on  the  average  the  profit  is  not  un- 
duly large. 

Heavy  Losses. 

A  long  story  of  industrial  and  mercantile 
losses  suffered  in  1920  might  be  made  up  from 
the  reports  of  companies  which  by  reason  of 
the  fact  that  their  stocks  and  securities  are 
widely  held  by  the  public  are  under  obligations 
to  publish  the  results  of  the  year's  business. 
Perhaps  it  would  be  well  to  have  this  informa- 
tion distributed  in  sections  of  the  country 
where  many  people  are  laboring  under  the  im- 
pression that  the  "big  interests"  brought  on 
the  fall  of  prices  and  have  profited  by  it  at  the 
expense  of  farmers  and  small  dealers. 

Among  the  big  interests  the  railroads  al- 
ways have  been  pre-eminent,  upon  the  theory 
that  they  are  owned  in  Wall  Street,  which  of 
course  is  far  from  being  true.  Nevertheless, 
the  railroads  are  generally  regarded  as  typical 
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of  "big  interests,"  and  so  it  will  be  well  for 
those  who  are  jealous  of  such  interests  to  note 
that  the  decline  of  traffic  has  cost  them  about 
all  that  they  might  have  gained  by  tiie  advance 
of  charges  which  they  were  allowed  last  sum- 
mer. Senator  Kellogg,  of  Minnesota,  in  a 
speech  in  the  Senate  a  few  days  ago  stated 
that  the  consolidated  net  earnings  of  the  roads 
in  September  last  amounted  to  4.1  per  cent 
upon  the  value  of  railroad  property  as  fixed  by 
the  Interstate  Commission;  in  October  to  4.6 
per  cent;  in  November  to  3.3  per  cent  and  in 
December  to  l.I  per  cent;  an  average  for  the 
four  months  of  about  3.3  per  cent.  He  stated 
that  the  Commission  and  the  companies  both 
realized  that  it  was  imjiossible  to  make  rates 
that  under  present  conditions  would  yield  the 
return  contemplated  by  the  Esch-Cummins 
law. 

Another  section  of  the  "big  interests"  is  in- 
cluded in  the  five  leading  companies  of  the 
meat  packing  industry,  to  wit :  Armour,  Swift, 
Morris,  Cudahy  and  Wilson. 

With  an  aggregate  capital  investment  of 
$600,000,000  and  aggregate  sales  of  about  $3,- 
000,000,000,  these  companies  in  a  consolidated 
statement  would  show  no  net  earnings  last 
year.  Losses  exceeded  profits,  and  if  the  state- 
ments included  the  leather  companies  affiliated 
with  them  the  showing  would  be  much  worse. 
The  Armour  Leather  Company  had  a  net  loss 
for  the  year  ended  October  31,  1920,  of  $4,- 
313,653. 

The  American  Cotton  Oil  Company,  another 
company  dealing  with  a  product  of  the  farms, 
for  the  year  ended  August  31,  1920,  showed  a 
loss  of  $3,611. .560,  against  a  profit  in  the  previ- 
ous year  of  $422,814. 

In  mentioning  the  packing  companies  we 
ought  not  to  overlook  the  Equity  Cooperative 
Packing  Company  of  Fargo,  North  Dakota, 
which  was  promoted  for  the  avowed  purpose 
of  keeping  the  profits  of  the  packing  business 
at  home  and  among  the  farmers.    Stock  to  the 


amount  of  $2,250,000  was  disposed  of,  and 
about  $600,000  of  the  proceeds  absorbed  by 
the  promoters.  The  company,  however,  got 
into  business  in  time  to  lose,  it  is  reported, 
about  $800,000  of  what  was  left. 

We  referred  two  months  ago  to  the  heavy 
losses  that  dealers  were  taking  upon  butter  in 
storage.  The  situation  not  only  has  shown 
no  improvement  but  grown  much  worse.  The 
bulk  of  the  winter  butter  supply  went  into 
storage  at  about  55  cents  per  pound,  and  has 
been  coming  out  all  the  way  down  to  35  cents, 
from  which  there  has  been  a  recovery  of  7  or 
8  cents.  Eggs  have  gone  in  the  same  way, 
falling  from  about  70  cents  to  35,  from  which 
there  has  been  a  recovery  of  4  or  5  cents.  Mil- 
lions of  dollars  have  been  lost  by  dealers  in 
butter  and  eggs,  the  mild  winter  being  an  im- 
portant factor  in  the  result.  Nobody  could 
foresee  when  butter  and  eggs  were  stored 
eight  or  ten  months  ago  that  cows  would  give 
milk  and  hens  lay  eggs  at  the  rate  they  have 
kept  it  up  all  winter. 

The  Quaker  Oats  Company,  which  in  1919 
had  net  profits  of  $2,679,394,  reports  for  1920 
a  net  loss  on  operations  and  depreciation  of 
inventory  of  $5,824,925. 

The  Central  Leather  Company,  one  of  the 
big  leather  companies,  which  began  the  year 
1912  with  assets  of  $146,855,102,  closed  the 
year  with  a  net  loss  on  operations  and  depreci- 
ation of  $22,428,214. 

Montgomery,  Ward  &  Co.,  of  Chicago,  one 
of  the  oldest  and  best  known  of  the  mail  order 
houses,  which  made  $4,194,170  in  1919,  sold 
$101,000,000  of  goods  in  1920  and  closed  its 
books  for  the  year  with  a  net  loss  of  $7,855,278. 

If  a  summary  of  the  whole  business  situation 
could  be  made  it  would  probably  be  found  that 
nobody  is  in  better  position  to  stand  the  stress 
of  adverse  times  than  the  farmer  who  used  the 
profits  of  good  years  to  improve  his  farm  and 
pay  his  debts  and  who  has  followed  a  «teady 
and  consistent  policy  of  diversified  agriculture. 
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General  Business  Gondiiions. 

THE  mild  Winter  has  been  followed  by 
an  early  Spring  and  with  the  revival 
of  outdoor  operations  there  are 
symptoms  of  improvement  in  busi- 
ness, although  they  are  not  sufti- 
ciently  pronounced  to  justify  sanguine  predic- 
tions. Retail  trade  continues  surprisingly 
good  in  the  cities,  and  wholesale  distribution 
is  very  fair,  considering  the  low  prices  of 
farm  products  and  the  amount  of  unemploy- 
ment reported.  Payments  through  banks  re- 
porting to  the  Federal  Reserve  Board  and 
passing  through  the  Qearing  Houses  are  run- 
ning 20  to  25  per  cent  lower  than  a  year  ago, 
which  is  not  so  great  a  decrease  as  might  be 
expected  in  view  of  the  decline  of  prices.  The 
index  number  of  commodity  prices  compiled 
by  the  Bureau  of  Labor  for  February  last 
was  33  per  cent  below  that  of  February,  1920. 
Current  payments,  of  course,  do  not  accurately 
represent  current  business,  and  considering 
the  amount  of  unemployment  at  this  time,  it 
must  be  concluded  that  they  are  holding  up 
better  than  production.  For  the  last  week 
of  February  the  car-loadings  reported  by  the 
railroads  aggregated  658,222  as  against  783,295 
in  the  corresponding  week  of  last  year.  For 
the  month  of  February  the  cotton  mills  con- 
sumed 385,563  bales  of  raw  material,  against 
515,599  bales  in  February,  1920,  and  366,270 
bales  in  January,  1921.  The  production  of 
bituminous  coal  for  the  week  ended  March  12, 
1921,  was  6,891.000  tons,  against  10,277,000 
tons  in  the  week  ended  March  14,  1920.  Pig 
iron  production  in  February,  1921,  was  1,937,- 
000  tons,  against  2,978,879  in  February,  1920, 
and  2,940,168  in  February.  1919.  The  output 
of  bee-hive  coke  for  the  year  to  the  middle 
of  March  was  2,257,000  tons,  against  4,527,000 
tons  in  the  corresponding  period  of  last  year. 
Exports  of  merchandise  for  February,  1921. 
were  $489,310,942,  against  $645,145,225  in  Feb- 
ruary. 1920;  imports  of  merchandise,  $214,- 
525,137,  against  $467,402,320  in  corresponding 
month  of  last  year.  Business  failures  in  Jan- 
uary and  February.  1921.  numbered  3.505,  with 
liabilities  of  $1.^,8.334,990,  against  937  in  num- 
ber with  liabilities  of  $21,462,271  in  the  corre- 
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sponding  months  of  last  year.  Building  per- 
mits in  156  cities,  as  reported  by  Bradstreet's, 
aggregated  in  value  $140,507,319  in  the  first 
two  months  of  1921,  against  $234,941,100  in  the 
corresponding  months  of  1920. 

The  Hopeful  Signs. 

The  above  figures  do  not  show  a  pleasing 
state  of  affairs,  but  they  only  show  what 
everybody  knows,  that  we  are  passing  through 
a  period  of  depression,  and  when  we  take 
into  account  the  state  of  business  over  the 
world,  and  the  heavy  fall  in  the  prices  of 
our  staple  products,  there  is  reason  for  con- 
gratulation that  Conditions  are  no  worse.  The 
movement  of  goods  in  retail  trade  makes  a 
better  showing  than  any  other  feature  of  the 
situation,  indicating  reserve  buying  power  and 
that  commodity  stocks  are  being  reducedr 
There  is  not  the  amount  of  distress  that  might 
have  been  expected  from  so  much  unemploy- 
ment, nor  the  number  of  business  failures  that 
might  be  expected  following  so  severe  a  de- 
preciation of  values.  The  most  encouraging 
circumstance  is  the  fact  that  the  readjustment 
of  wages  and  prices  which  is  necessary  to  a 
general  revival  of  industry  is  steadily  progress- 
ing, and  without  a  serious  amount  of  friction. 

One  of  the  notable  incidents  of  the  month 
was  the  agreement  between  the  meat-packers 
and  their  employes,  by  which  the  latter  ac- 
cepted a  moderate  reduction  of  wages.  A 
compromise  was  brought  about  by  negotia- 
tions in  Washington  in  which  the  Secretaries  of 
Agriculture,  Commerce  and  Labor  participated. 
The  labor  leaders  yielded  to  representation  Jjy 
these  officials  to  the  effect  that  in  view  of 
the  decline  in  cost  of  living  and  particularly 
the  decline  in  prices  of  the  live  stock  which 
these  operatives  were  handling,  packing  house 
wages  ought  to  come  down.  Packing  house 
wages  went  up  approximately  100  per  cent 
during  the  war,  and  so  did  live  stock  and 
packing  house  products,  but  during  the  last 
year  cattle,  hogs  and  sheep  have  fallen 
nearly  to  pre-war  prices ;  indeed,  when  freight 
rates  are  taken  into  the  account,  the  producer 
in  many  instances  receives  less  than  pre-war 
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E rices,  although  his  costs  arc  all  higher.  Meats 
ave  been  reduced,  and  by-products,  such  as 
hides,  are  below  pre-war  prices.  The  price 
which  the  farmer  gets  for  his  live  stock  and 
the  prices  which  the  working  millions  must 
pay  for  meats  are  affected  by  the  cost  of  con- 
verting live  stock  into  meats.  It  is  more  than 
a  question  between  the  packing  house  work- 
men and  their  employers ;  the  packing  house 
workmen  arc  middle  men  between  the  farmers 
and  the  consumers;  moreover,  they  are  con- 
sumers themselves,  not  only  of  meats  but  of 
the  products  of  other  industries.  The  money 
in  which  their  wages  are  paid  is  simply  a 
convenient  medium  by  w'hich  their  services 
are  measured  against  the  services  of  the  farm- 
ers in  producing  food  and  the  workers  in  all 
the  industries  producing  goods  which  they 
consume.  Their  real  pay  comes  in  the  goods 
which  their  wages  buy,  and  in  that  sense  their 
pay  has  been  increasing  rapidly  in  recent 
months,  and  is  greater  after  these  reductions 
than  it  was  at  any  time  last  year.  Their  pay 
is  larger  in  proportion  to  the  value  of  the 
products  they  handle  than  it  ever  was  before. 
Fair  play  requires  that  the  compensation  of 
workers  in  all  industries  shall  rise  or  fall  to- 
gether. Moreover,  when  it  does,  employment 
is  not  disturbed;  the  workers  are  still  able  to 
buy  each  other's  products ;  but  when  that  bal- 
ance is  disturbed  and  any  class  of  people  suf- 
fers a  severe  loss  of  income,  business  quickly 
becomes  bad  in  the  other  industries  and  many 
'workers  are  thrown  out  of  employment. 
1  A  fair  readjustment  of  wages  in  the  packing 
.industry  means  help  toward  the  general  re- 
adjustment which  must  be  accomplished  be- 
!fore  there  will  be  employment  for  everybody 
again. 

Wage  Reductions  a  Condition  of  Industrial  Revival. 

It  is  a  not  uncommon  remark  that  employ- 
ers are  taking  advantage  of  the  state  of  de- 
pression and  unemployment  to  force  wage- 
reductions.  It  is  an  ill-advised  comment,  cal- 
culated to  cause  bad  feeling  and  indicates  a 
want  of  understanding  of  the  actual  require- 
ments of  the  situation.  The  fact  is  that  de- 
pression and  unemployment  exist  because  the 
industrial  situation  is  out  of  balance,  and  there 
is  no  remedy  except  by  such  readjustment  of 
wages  and  prices  as  v/ill  restore  the  balance 
and  enable  the  various  industries  to  exchange 
products  on  a  fair  basis.  It  is  impossible 
when  one-half  the  people  of  the  country  have 
lost  approximately  one-half  their  purchasing 
power  for  the  other  half  of  the  people  to  go 
on  without  taking  note  of  it.  The  deprecia- 
tion of  money  which  resulted  from  tlie  war 
was  not  a  natural  or  permanent  development. 
Nothing  of  the  kind  has  ever  happened  with- 
out a  readjustment  afterward,  and  it  is  always 
the  case  that  the  sooner  that  adjustment  is 


accomplished,  so  that  normal  relations  are  re- 
stored between  the  industries,  the  better  for 
everybody. 

It  is  of  no  advantage  to  the  workers  in  any 
industry  to  have  costs  maintained  upon  a  level 
which  prevents  the  sale  of  their  products. 
Somebody  must  have  the  sagacity  to  attempt 
a  restoration  of  the  conditions  under  which  an 
exchange  of  products  is  possible.  The  com- 
pensation of  workers  in  the  various  branches 
of  industry — which  means  their  purchasing 
power — must  be  brought  back  into  equi- 
librium. Whether  it  will  take  a  long  time  or 
only  a  short  time  depends  upon  the  rapidity 
with  which  the  public  comprehends  the  situa- 
tion, and  remarks  of  the  kind  referred  to  do 
not  promote  an  understanding. 

Building  Operations. 

There  is  opportunity  for  a  vast  amount  of 
house  building  over  the  country  which  would 
give  employment  to  thousands  of  skilled  me- 
chanics in  the  building  operations  and  many 
thousands  more  in  all  the  building  material  in- 
dustries, and  which  would  bring  about  a  gen- 
eral reduction  of  rents  and  improvement  in 
living  conditions.  Such  a  revival  of  house- 
building would  quicken  all  the  trades  and  in- 
dustries and  go  far  in  tiding  this  country  over 
the  period  of  depression  which  the  world  is 
bound  to  experience  until  Europe  recovers 
from  its  state  of  prostration.  But  there  will 
be  no  general  revival  of  house-building  upon 
the  present  level  of  costs,  because  the  public 
cannot  pay  rents  upon  that  level  of  costs.  And 
that  is  only  one  of  the  dislocations  which 
must  be  overcome  before  there  can  be  a  gen- 
eral revival  of  industry. 

It  is  said  in  opposition  to  wage  and  price  re- 
ductions that  the  full  decline  in  raw  materials 
and  foodstuffs  has  not  been  reflected  in  re- 
tail prices.  Of  course  it  has  not,  when  at 
etery  step  between  the  producer  and  consumer 
an  obstruction  is  raised.  Cotton  cloth  does 
not  reflect  the  full  decline  of  raw  cotton, 
because  mill  wages,  rents,  freight  charges, 
price  of  coal,  and  other  charges  which  enter 
into  the  cost  of  making  cloth,  all  of  wnich 
consist  for  the  most  part  of  labor,  have  not 
been  reduced  correspondinpfly.  There  will  be 
no  loss  to  labor  in  bringing  them  all  down  to- 
gether ;  on  the  contrary,  labor  will  be  the  chief 
gainer,  through  lower  living  costs,  full  em- 
ployment and  stable  conditions. 

Agricultural  Conditions. 

The  Winter  wheat  crop  is  showing  a  record 
condition,  and  at  this  time  promises  a  larger 
yield  than  last  year.  Favorable  reports  also 
come  from  European  crops.  The  acreage  of 
the  latter  is  increased  and  condition  is  gen- 
erally favorable.  Rumania's  crop  is  reported  as 
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likely  to  be  80  per  cent  of  pre-war  yield.  The 
price  in  our  markets  has  been  working  lower, 
the  May  delivery  selling  at  the  close  of  March 
about  20  cents  per  bushel  lower  than  at  the  be- 
ginning of  that  month. 

The  Winter  is  over  and  only  three  months 
remain  of  the  crop  year.  The  situation  which 
last  October  was  the  subject  of  much  contro- 
versy is  to  a  great  extent  cleared  up.  An 
active  agitation  was  going  on  at  that  time  for 
the  purpose  of  pledging  the  farmers  to  hold 
their  wheat  for  $3  per  bushel,  and  in  some 
quarters  it  was  confidently  predicted  that  a 
shortage  would  develop  this  Spring.  The 
stocks  of  wheat  in  this  country  on  March  1st, 
according  to  the  Bureau  of  Crop  Estimates, 
aggregated  about  320,000,000  bushels.  The  re- 
quirements of  the  country  to  July  1  for  con- 
sumption and  seed  are  estimated  at  200,000,000 
bushels,  leaving  120,000,000  bushels  for  export 
and  carry-over.  World  stocks  are  not  large, 
but  there  is  enough  to  go  around  and  little 
desire  anywhere  to  speculate  on  conditions  in 
the  next  crop  year.  Trading  in  the  July  de- 
livery, first  of  the  new  crop  year,  began  in 
Qiicago  on  the  2Sth  at  $1.25  per  bushel. 

Millers  have  had  a  hard  year,  working  con- 
stantly upon  a  falling  market.  Dealers  in 
flour  have  bought  only  for  the  immediate 
trade,  and  it  has  been  a  constant  source  of 
wonderment  that  their  purchases  have  been 
so  light.  The  mills  have  run  at  not  more  than 
one-half  their  capacity  since  the  break  in 
prices  occurred,  indicating  that  there  were 
large  stocks  of  flour  in  the  country. 

The  stocks  of  corn  and  oats  in  the  country 
are  the  largest  on  record.  These  grains  have 
lost  about  5  cents  per  bushel  ofl  the  price  since 
March  1st. 

Butter  and  Eggs 

The  storage  stocks  of  butter  have  been 
worked  down  to  a  low  point,  but  it  has  been 
a  losing  j'ear  for  the  operators.  Prices  are 
about  where  they  were  a  month  ago,  and  rep- 
resent a  loss  of  about  20  cents  per  pound  upon 
the  stored  supply.  The  ef!;g  dealers  did  very 
well  on  the  stocks  put  into  storage  in  the 
Spring  months  of  1920,  and  which  were  closed 
out  early  in  the  Winter,  but  they  have  been 
punished  on  recent  purchases.  Eggs  have  been 
accumulating  and  have  dropped  steadily  from 
71  cents  per  dozen  to  26  cents,  which  is  the 
price  ruling  at  this  time.  The  Spring  crop  of 
eggs  is  coming  in,  and  will  go  into  storage 
about  20  cents  per  dozen  lower  than  last  year. 

Cotton  and  Woolen  Trades 

Raw  cotton  firmed  up  about  a  cent  a  pound 
in  the  latter  part  of  last  month,  notwithstand- 
ing an  official  report  showing  that  ginnings  to 
March  21  had  amounted  to  13,197,775  bales, 
against  the  Government's  December  estimate 
on  the  crop  of  12,987,000  bales.    The  1920  crop 


thus  turns  out  the  second  largest  on  record. 
The  price  was  helped  by  better  buying  from 
Liverpool,  where  the  feeling  about  the  goods 
trade  was  said  to  be  a  little  better.  There  was 
talk  that  the  trade  agreement  with  Russia 
would  help  some,  and  the  prompt  transmission 
of  this  effect  to  the  American  market  afforded 
a  striking  illustration  of  the  relation  which 
all  markets  bear  to  each  other.  If  England 
sells  cotton  goods  anywhere  this  market  will 
be  benefited. 

From  the  result  of  a  questionnaire  sent  out 
in  Georgia  it  appears  that  approximately  one- 
half  of  the  1920  cotton  crop  of  the  State  is  still 
in  farmers'  hands.  The  general  opinion  now 
in  the  South  is  that  the  acreage  in  cotton  will 
be  reduced  as  much  as  30  per  cent. 

The  Textile  Industries. 

The  Easter  trade  in  cotton  goods  was  good 
and  there  was  a  rally  of  Sg  to  }i  of  a  cent  per 
yard  in  wholesale  prices,  which  checked  buy- 
ing, as  every  such  attempt  has  done.  The  cot- 
ton goods  trade  continues  from  hand  to  mouth. 
The  trade  in  lightweight  underwear  has  been 
very  good,  but  little  is  doing  in  the  heavy- 
weights for  Fall  delivery. 

Woolen  goods  for  Fall  delivery  have  been 
selling  very  well  at  the  reduced  prices,  al- 
though the  clothing  industry  is  only  moder- 
ately active.  It  affords  another  illustration  of 
the  necessity  for  wage  readjustments.  The 
producers  of  cotton  and  wool  are  receiving  less 
than  one-half  as  much  for  these  materials  as 
one  year  ago,  the  employes  of  the  cotton  and 
woolen  mills  where  the  cloth  is  manufactured 
have  taken  a  wage  reduction  of  22J/2  per  cent 
in  New  England  and  more  in  some  sections 
of  the  country.  The  clothing  trades  are  highly 
organized  and  are  standing  out  against  anj' 
wage  reductions.  Wages  are  ver}'  much  higher 
in  relation  to  the  present  price  of  raw  mate- 
rials than  ever  before.  The  farmers  who  pro- 
duce the  wool  and  cotton  are  obliged  to  pay 
prices  for  clothing  that  under  the  circum- 
stances are  unfair  to  them,  and  that  is  true  of 
all  the  workers  who  have  accepted  reductions. 
The  result  is  that  the  sale  of  clothing  has  fallen 
off,  and  although  the  clothing  operatives  are 
maintaining  their  wage-scales  large  numbers 
of  them  are  out  of  work.  Actual  earnings  in 
the  industry  are  less  than  they  would  be  at 
lower  wage  rates  and  a  general  state  of  em- 
ployment. 

A  British  Forecast 

Mr.  James  Nesmith,  a  British  expert  in  the 
cotton  trade  has  recently  expressed  himself 
upon  the  future  as  follows: 

Five-sevenths  of  our  Lancashir*  cotton  goods 
business,  for  oxnmple.  Is  for  export  account.  And 
that  Induatrj-  today  is  idle  about  five-.sevenths  of  the 
time.  Y»t  we  feel  the  bottom  of  the  world  trndr-  d*^- 
pression   has  b6cn  seen,   and   that  recovery   is  near.. 


« 


Providing  of  credits  and  brtter  productive  effort  in  all 
countrivn  will  rlv«  the  new  aUmulus.  Human  needs 
will  supply  the  demand. 

I  look.  In  (act.  (or  another  wave  of  Inflation  to  set 
In  soon,  though  less  violent  ih.tn  the  last.  I  agree 
with  the  theory  that  a  leading  Brltlsih  banker  reccnt- 
y  expressed  to  me — that  the  world  n-Dl  see  about  seven 
years  of  recurring  peaks  and  valleys  In  activity  and 
prices,  with  each  fluctuation  less  than  the  last,  until 
stability  Is  reached. 

The  same  prophecy  was  made  to  me  by  a  British  in- 
dustrial leader  as  early  as  1916.  with  the  time  limit 
put  at  ten  years.  In  our  own  Industry,  for  example, 
despite  today's  depression.  I  venture  to  assert  that 
the  world  will  And  Itself  before  long  actually  short  of 
textile  machinery  equipment. 

The  Metal  Industries. 

The  iron  and  steel  industry  is  operating  at 
about  35  or  40  per  cent  of  capacity.  Prices 
continue  to  be  shaded,  pig  iron  of  some  grades 
selling  under  $25.  The  demand  for  structural 
steel  is  restricted  by  the  high  cost  of  every- 
thing, including  steel,  and  especially  the  high 
wages  in  the  building  trades.  Railroad  con- 
sumption is  restricted  because  practically  the 
entire  income  of  the  roads  is  absorbed  in  pay- 
ing the  wages  of  their  employes  and  for  coal. 
Iron  and  steel  are  still  high-priced,  for  one 
reason  because  wages  in  the  industry  are 
more  than  ICX)  per  cent  above  pre-war  rates, 
and  for  another  reason  because  railroad 
charges  are  so  high.  The  advent  of  Spring  has 
given  a  start  to  the  automobile  industry, 
which  has  .increased  the  demand  for  steel  in 
that  quarter.  The  demand  from  agricultural 
implement  makers  is  light,  because  the  farm- 
ers are  not  in  position  to  buy  implements  on 
the  present  level  of  costs,  and  the  International 
Harvester  Company  is  both  laying  off  em- 
ployes and  reducing  wages. 

This  illustrates  the  hardships  which  the  pro- 
cess of  readjustment  involves  when  it  proceeds 
in  this  halting  way,  with  many  industries  and 
many  traders  holding  back.  It  is  a  hardship 
for  workmen  to  have  their  wages  cut  and 
their  time  cut  simultaneously,  but  a  time  cut 
alone  accomplishes  nothing  in  reducing  costs. 
It  is  a  hardship  for  workmen,  to  be  out  of  work 
entirely,  and  it  entails  loss  to  the  whole  com- 
munity. It  is  a  hardship  for  workmen  who 
have  taken  wage  reductions  to  have  to  pay 
full  war-time  charges  for  having  their  clothes 
or  shoes  made,  or  for  railroad  or  street  car 
service.  It  is  a  hardship  to  have  goods  at  re- 
tail remain  high  when  producers'  and  whole- 
salers' prices  have  fallen.  Everybody  who  is 
insisting  upon  the  old  wages  or  prices  for  him- 
self while  acepting  cheaper  service  from  others 
is  delaying  the  revival  of  prosperity. 

The  demand  for  copper  is  light  and  the 
metal  is  selling  at  about  12  cents  per  pound, 
which  is  below  the  cost  of  production  for  most 
of  the  mines.  Of  course  there  is  a  great 
amount  of  unemployment  in  the  mining  dis- 
tricts. The  outlet  for  copper  is  in  building 
operations.     Lead  is  at  4  cents  per  pound  in 


New  York,  which  means  considerably  less  to 
the  western  producers  than  before  the  war, 
because  of  the  increase  of  freight  charges.  A 
curious  fact  about  the  lead  market  is  that  it  is 
unfavorably  affected  by  the  artificial  price 
which  the  government  is  paying  for  silver  un- 
der the  Pittman  act.  Silver  and  lead  are  pro- 
duced in  large  quantities  together,  and  the 
silver-lead  properties  continue  in  operation  for 
the  profits  on  silver  after  the  profits  on  lead 
have  disappeared.  It  furnishes  another  illus- 
tration of  how  governmental  interference  in 
behalf  of  one  industry  usually  results  in  in- 
jury to  some  other  industry. 

Foreign  Trade  Situation. 

The  foreign  trade  situation  has  not  changed 
for  the  better  in  the  past  month.  In  one  re- 
spect the  European  situation  may  be  said  to 
be  reassuring.  As  time  passes  the  menace  of 
general  revolution  and  social  disorder  is  less 
threatening.  Few  people  now  think  there  is 
any  probability  of  the  Bolsheviki  overrunning 
Europe  or  that  anything  more  socialistic  than 
a  mild  type  of  state-ownership  is  possible. 
Hundreds  of  representatives  of  labor  organiz- 
ations from  all  the  countries  of  Europe  have 
been  in  Russia  to  see  the  workings  of  the  So- 
viet system,  and  their  reports  are  not  favor- 
able. Europe  is  getting  tired  of  disorder  and 
short  rations,  and  beginning  to  appreciate  that 
production  must  go  before  distribution  and 
consumption. 

The  unachieved  settlement  with  Germany  is 
the  great  obstacle  to  recovery  in  Europe,  .Al- 
lied troops  have  marched  into  Germany,  but 
Lloyd-George  admits  that  this  gets  nowhere, 
and  that  it  is  impracticable  to  occupy  tlic  coun- 
try. It  has  been  proposed  that  British  pur- 
chasers of  German  goods  shall  be  required  to 
pay  one-half  the  value  to  the  British  govern- 
ment, receiving  a  receipt  which  may  be  trans- 
mitted to  the  German  creditor  together  with 
a  payment  of  an  equal  amount  in  cash,  the 
German  creditor  to  present  the  British  govern- 
ment receipt  to  his  own  government  for  reim- 
bursement. The  German  government  has  not 
assented  to  the  plan,  and  unless  it  does  the 
prospect  is  for  a  heavy  falling  ofT  of  trade  be- 
tween the  two  countries.  The  natural  result 
would  seem  to  be  a  shift  of  trade,  so  that  each 
country  will  trade  more  with  other  countries 
and  less  with  the  other. 

The  most  hopeful  development  has  been  the 
appearance  of  declarations  by  several  promi- 
nent people  in  France  in  favor  of  accepting  the 
the  proposal  by  Germany  offering  to  under- 
take the  task  of  restoring  the  devastated  terri- 
tory. The  head  of  the  French  labor  organiza- 
tions, whose  position  corresponds  to  that  of 
Mr.  Gompers  in  the  American  Federation  of 
Labor,  has  given  out  a  statement  in  favor 
of    this    plan,    saying   that    he    is    convinced 


that  it  is  sound  policy.  He  says  that  he 
is  advised  that  with  the  available  labor 
in  France  it  will  take  40  years  to  complete  the 
restoration.  On  the  other,  hand  the  head  of- 
ficial of  the  German  labor  unions  has  given  out 
an  interview  in  which  he  says  that  the  Ger- 
man labor  organizations  acknowledge  that 
there  is  an  obligation  upon  Germany  to  make 
reparation  and  that  they  will  support  the  gov- 
ernment in  undertaking  to  rebuild  the  ruined 
towns,  roads,  etc. 

This  would  seem  to  offer  a  feasible  approach 
to  a  settlement.  The  German  government  can 
supply  building  materials  of  German  produc- 
tion and  send  German  workmen  into  France 
to  do  the  work,  making  payment  in  German 
currency,  and  that  is  practically  the  only  way 
it  can  pay  for  having  the  work  done.  We 
pointed  out  last  month  that  in  order  for  Ger- 
many to  pay  in  the  usual  manner  she  would 
have  to  build  up  trade  balances  equal  to  the 
annual  indemnity  payments ,  by  selling  un- 
heard of  quantities  of  exports,  and  that  there 
were  no  countries  willing  to  ',receivc  such 
quantities  of  goods.  The  consummation  of 
the  payments  in  this  manner  therefore  de- 
pends not  alone  upon  Germany's  willingness 
and  ability,  but  upon  the  attitude  of  other 
countries  toward  German  goods.  Moreover,  it 
depends  very  largely  upon  the  attitude  of 
the  United  States,  as  one  of  the  most  import- 
ant trading  nations,  and  it  would  be  contrary 
to  the  historic  policy  of  this  country  to  permit 
Germany  to  build  up  a  great  trade  balance 
here.  It  seems  to  be  quite  practicable  for 
the  nations  receiving  reparation  payments 
from  Germany  to  collect  them  directly  in 
goods  or  services  and  altogether  reasonable 
that  preference  shall  be  given  to  this  method 
which  will  make  the  minimum  disturbance 
with  trade  and  industry  everj-^vhere. 

Situation  in  South  America. 

The  business  situation  in  South  America  re- 
mains decidedly  unfavorable  to  trade.  Quanti- 
ties of  American  goods  lie  at  all  the  ports  unac- 
cepted and  of  course  unpaid  for,  millions  of  dol- 
lars in  adjusted  accounts  are  uncollected,  be- 
cause existing  exchange  rates  would  impose 
ruinous  losses,  and  of  course  new  business  is 
very  light.  The  worst  of  it  is  that  there  is  no 
apparent  prospect  of  early  improvement.  South 
America  is  accustomed  to  sell  her  products  to 
Europe  and  the  United  States,  and  the  former 
is  buying  very 'little,  for  the  obvious  reason  that 
she  cannot  pay.  America  also  is  buying  com- 
paratively little,  because  she  has  all  of  the 
wool,  hides,  etc.,  that  she  requires  for  the  pres- 
ent. Our  markets  are  overloaded  with  them 
and  the  Congress  is  busily  engaged  in  devising 
ways  and  means  for  discouraging  further  im- 
portations of  such  commodities. 


European  Food  Conditions 

Mr.  McCurdy,  Food  Controller  for  Great 
Britain,  made  a  speech  in  London  recently 
which  was  reported  as  follows,  in  part: 

The  depression  of  the  exchanges  as  between  Great 
Britain  and  America  was,  in  Mr.  McCurdy's  view,  due 
more  to  European  conditions  than  to  anything  which 
it  was  in  the  power  of  Great  Britain  to  remedy.  Eu- 
rope v.a.s  in  many  senses  one  economic  whole,  and 
so  long  as  the  food  position  was  not  remedied  and  so 
long  as  purchases  of  foodstuffs  were  made  at  these 
terrible  rates  of  exchange,  we  should  continue  to  feel 
the  effects. 

The  agriculturists  of  Europe  were  producing  £500,- 
000,000  less  wealth  this  ye.ar  than  they  were  doing 
in  tlie  year  before  the  war,  and  that  meant  a  reduction 
in  the  purchasing  power  of  Europe  on  such  a  scale 
that  the  reduction  exceeded  the  total  exports  of 
this  country  into  Europe  in  the  most  favorable  year 
before  the  war. 

Foreisn  Exchange  Rates 

The  table  of  exchange  rates  is  as  follows : 

Kate  in  Rate  In  Change 

Unit  cents       cents  from  Depre- 

Value  Mar.  28  Feb.  25  par  elation 

Canada   1.00  .88  .8800  .12  12% 

Germany    ..     .2382  .0160  .0160  .2222  93 

Italy     1930  .0398  .0362  .1532  79 

Belgium    1930  .0725  .0743  .1205  62 

France     1930  .0693  .0710  .1237  64 

England    ....  4.8665  3.92  3.86  0.9465  19 

Switzerland     .1930  .1722  .1650  .0208  10 

Holland     4020  .3445  .3404  .0575  14 

Denmark 2680  .1745  .1808  .0935  34 

Norway  2680  .1610  .1735  .1070  40 

Sweden    2680  .2320  .2227  .0360  13 

Spain   1930  .1400  .1388  .0530  27 

Argentine   ..     .9648  .77  .7962  .1948  20 

Japan  4985  .4825  .4785  .0160  3 

North  Dakota  Politics. 

There  has  been  more  politics  to  the  square 
mile  in  North  Dakota  in  recent  years  than  in 
:;ny  other  part  of  the  country.  The  state  was 
moderately  excited  in  the  years  when  the  Non- 
partisan League  was  forming  and  fighting  its 
way  to  control  of  the  state  government,  but 
its  attacks  were  directed  mainly  at  such  dis- 
tant and  impersonal  enemies  as  Wall  Street, 
the  Minneapolis  Chamber  of  Commerce,  Big 
Business  and  the  Money  Power;  but  since 
the  League  actually  came  into  power  and  be- 
gan to  do  things  the  fight  has  developed  into 
a  hand-to-hand,  knock-down  and  drag-out  af- 
fair at  home,  and  largely  between  factions 
within  the  Non-Partisan  camp.  There  is  less 
lambasting  of  far-away  foes,  except  by  way 
of  emphasizing  the  necessity  of  suppressing 
dissenters  at  home. 

Of  late  a  story  has  come  forth  of  the  good 
old  type,  telling  that  the  Money  Power  was 
attempting  to  strangle  the  New  Freedom 
movement  in  North  Dakota  by  refusing  to 
buy  $6,000,000  of  North  Dakota  state  bonds 
which  had  been  offered  in  eastern  markets,  ex- 
cept upon  the  condition  that  the  League  pro- 
gram of  state-owned  industries  was  aban- 
doned.    We  will  give  some  attention  to  this 


charge  further  on,  but  the  situation  will  be 
better  understood  if  a  little  of  recent  North 
Dakota  history  is  given  first. 

Origin  of  the  Non-PartiMn  League. 

Our  readers  no  doubt  are  familiar  with  the 
fact  that  the  Non-Partisan  League  developed 
from  a  belief  on  the  part  of  many  farmers  of 
North  Dakota  that  they  were  victims  of  sharp 
practice  at  the  hands  of  the  grain  exchange  of 
the  Minneapolis  Chamber  of  Commerce,  par- 
ticularly in  the  manipulation  of  grades.  It  is 
unnecessary  to  go  at  length  into  the  merits 
of  that  controversy,  but  we  will  go  so  far 
as  to  say  on  the  one  hand  that  the  farmers 
no  doubt  were  sincere  in  their  belief,  and 
on  the  other  hand  that  the  evidence  has  not 
been  convincing  to  unprejudiced  inquirers,  and 
that  in  our  opinion  it  is  incredible  that  the 
Minneapolis  Qiamber  of  Commerce  has  coun- 
tenanced unfair  and  irregular  methods.  It  is 
quite  possible  that  there  may  be  individual 
members  of  the  grain  exchange  who  would 
not  be  above  sharp  practice,  but  tliat  the  ex- 
change as  a  body  would  adopt  rules  of  prac- 
tice of  that  kind  is  unbelievable. 

The  Mixing  Practice. 

The  charge  is  based  upon  the  mixing  prac- 
tice. Any  market  where  grain  is  received  from 
many  localities  and  of  varying  qualities  affords 
an  opportunity  for  profitable  mixing,  with  the 
result  that  the  quantities  of  the  several  grades 
shipped  out  will  not  be  the  same  as  the  quan- 
tities of  the  same  grades  received.  It  is  fre- 
quently advantageous  to  mix  grain  of  a  high- 
grade  with  grain  of  low-grade  to  improve  the 
value  of  the  latter.  The  mills  do  it  to  get  the 
gluten  content  they  want  in  their  flour,  and 
the  grain  dealers  do  it  to  improve  the  market 
value  of  the  grain  passing  through  their 
hands.  A  grain  grade  does  not  represent  an 
exact  quality ;  there  are  variations  within  a 
grade.  Mixing,  therefore,  is  inevitable,  and 
because  inevitable  a  recognized  practice.  It 
does  not  follow,  however,  because  "No.  1  hard" 
is  mixed  with  a  lower  grade  in  Minneapolis 
that  the  producer  of  either  the  former  or  the 
latter  is  defrauded.  The  value  of  "No.  1 
hard"  for  mixing  purposes  counts  in  the  mar- 
ket price  and  causes  it  to  bring  a  higher  price 
than  it  would  for  pure  milling  purposes.  Like- 
wise the  fact  that  the  lower  grades  may  be 
raised  by  mixing  counts  in  their  market  value. 
The  practice,  however,  obviously  is  likely 
to  be  misunderstood  and  misrepresented 

The  Demand  for  Terminal  Elevators. 

Whatever  one's  views  may  be  as  to  the  above, 
the  people  of  North  Dakota  wanted  terminal 
elevators  at  Minneapolis  or  Duluth,  owned  by 
the  State  of  North  Dakota,  to  handle  North 
Dakota  grain,  and  in  1912,  when  the  proposi- 


tion was  submitted  to  an  election,  for  the  pur- 
pose of  amending  the  constitution  to  permit 
such  an  investment  of  State  funds,  they  voted 
56,488  to  18,854  in  favor  of  the  proposition. 
Two  years  later  another  vote  was  taken  upon 
the  proposition  to  authorize  and  empower  the 
General  Assembly  to  provide  for  the  erection, 
purchase  or  lease,  and  operation  of  one  or 
more  terminal  elevators  within  the  State  of 
North  Dakota,  with  a  similar  result. 

The  General  Assemblies  of  North  Dakota 
following  these  elections  were  unfavorable  to 
both  enterprises,  and  although  recognizing 
that  they  had  been  given  authority  to  provide 
for  elevators  did  not  consider  themselves 
bound  to  do  so,  and  did  not  do  so.  Subsequent 
events  indicate  that,  even  though  the  projects 
did  not  appeal  to  their  judgment,  it  would 
have  been  better  policy  for  them  to  have  com- 
plied with  the  manifest  wish  of  the  people  of 
the  State.  Even  if  the  results  proved  disap- 
pointing the  demonstration  would  have  been 
cheaper  than  the  experiences  that  have  fol- 
lowed. There  is  a  very  old  saying  that  the 
proof  of  a  pudding  is  in  the  eating,  And  the 
world  gets  most  of  its  authentic  knowledge  by 
trying  experiments. 

The  Non-Partisan  League  was  organized 
and  swept  the  State,  electing  the  Governor  and 
other  State  officers  and  both  branches  of  the 
General  Assembly.  Then  followed  legislation 
providing  for  raising  money  by  means  of  bond 
issues,  the  organization  of  the  Bank  of  North 
Dakota  to  aid  in  financing  the  various  enter- 
prises contemplated,  the  construction  of  grain 
elevators,  flour  mills,  and  various  acts  cal- 
culated to  establish  the  power  of  the  League 
in  the  State. 

The  Non-Partisan  Split 

It  was  not  until  January  1,  1917,  that  the 
League  was  in  full  control,  and  before  long 
serious  dissensions  within  its  ranks  had  de- 
veloped. In  December,  1919,  what  is  known 
as  the  "anti-liar's  act"  was  passed  making  it 
a  felony  for  "any  State  official  to  wilfully  pub- 
lish false  statements  with  reference  to  any 
State  department,  institution  or  industry," 
which  was  significant  of  the  state  of  feeling 
at  that  time  existing  in  the  brotherhood 
of  State  officials.  When  the  election  of 
1920  came  around  the  disaffection  was  so  great 
that  the  lower  house  of  the  legislature  was 
lost  to  the  League,  and  a  referendum  initiated 
by  petition,  seriously  restricting  the  operations 
of  the  Bank  of  North  Dakota,  was  adopted. 

Among  the  active  leaders  in  the  farmers' 
movement  which  eventually  took  the  form  of 
the  Non-Partisan  League  was  William  Langer, 
who  at  the  very  first  convention  of  the  League 
was  endorsed  by  it  for  Attorney-General  of 
the  State,  .elected,  and  after  serving  one  term 
was  again  endorsed  by  the  League  and  re- 


elected.  He  held  the  office  until  January  1, 
1921.  Mr.  Langer  seems  to  have  been  an 
earnest  advocate  of  the  original  policies  for 
which  the  League  was  organized,  but  he  was 
not  a  Socialist  and  he  soon  became  suspicious 
of  Townley,  the  master  spirit  of  the  League 
organization,  broke  with  Townley,  Frazier  and 
the  other  leaders  of  that  group,  and  led  an 
uncompromising  revolt  against  them. 

Mr.  Langer  wrote  and  published  a  book  last 
year  in  which  he  gave  his  reasons  for  this 
course.  In  the  first  place  he  was  disgusted 
to  find  himself  in  a  bunch  of  radicals,  to  whom 
the  avowed  objects  of  the  farmers'  movement 
were  only  incidental.  He  considered  that  the 
great  body  of  voters  who  had  supported  the 
League  had  been  misled,  and  said : 

The  farmers'  program  call?<l  for  certain  definite 
economic  changes.  Tlie  farmer  wanted  to  get  a  fair, 
honest  price  for  his  wheat  and  other  grain — he 
wanted  to  pay  only  his  just  share  of  taxes,  he  wanted 
a  state-operated  hail  Insurance  law  and  he  wanted 
rural  credit  banks  operated  at  cost — that  was  their 
program — not  Debs,  or  Mills,  or  O'Hare  or  Roylance 
or  any  horde  of  imperial  Socialists! 

The  North  Dakota  farmer  is  progressive.  He  want- 
ed those  things  because  they  spelled  progress  for  him, 
but  the  farmers  of  North  Dakota  are  neither  anar- 
chists, atheists,  free  lovers,  nor  I.  W.  W.'s. 

Before  proceeding  with  his  account  of  the 
administration  of  State  affairs  by  the  League, 
he  refers  to  the  "anti-liar's  law,"  and  invjtes 
attention  to  his  position  as  follows : 

I  am  writing  this  book  In  North  Dakota.  I  am  the 
Attorney-General  of  the  State.  Under  the  terms  of 
the  "anti-liar's"  act.  the  full  text  of  which  you  will 
find  in  succeeding  pages,  if,  in  dealing  with  the  insti- 
tutions, departments,  or  industries  of  the  State  gov- 
ernment, 1  make  one  sinsle  statement  in  this  book 
which  Is  not  true,  1  can  be  placed  in  the  penitentiary 
for  one  year.  This  ought  to  satisfy  my  worst  enemy, 
adversary,  or  evil  wisher. 

The  Scandinavian-American  Bank. 

He  gives  a  full  account  of  the  relations  of 
League  leaders  with  the  Scandinavian-Ameri- 
can Bank  of  Fargo,  an  institution  organized 
under  the  State  banking  act.  with  a  capital 
of  $50,000,  surplus  of  310,000,  and  a  little 
more  than  $800,000  of  deposits,  which  seems 
to  have  loaned  money  to  them  and  their  enter- 
prises in  a  most  reckless  manner.  Their  re- 
lations with  this  bank  began  before  the 
Bank  of  North  Dakota,  the  State-owned  in- 
stitution was  started,  but  he  charges  that  the 
latter  institution  backed  the  former  up  with 
loans.  It  will  be  remembered  that  the  Scan- 
dinavian-American Bank  was  closed  by  a  bank 
examiner  in  October,  1919.  the  examiner  being 
supported  in  his  action  by  Mr.  Langer,  who 
as  Attorney-General  was  a  member  of  the 
State  Banking  Board,  but  the  examiner  was 
dismissed  from  the  State  service  for  his  offi- 
ciousness  and  the  bank  was  reopened  through 
the  influence  of  the  Governor  and  with  the  aid 
of  an  opinion  of  the  Supreme  Court  of  North 
Dakota,  holding  that  post-dated  checks  held  in 
its   assets,  which  it   had   received   from   the 


League,  should  be  counted  as  good  resources. 
It  was  reported  at  the  time  that  considerable 
new  capital  had  been  subscribed,  but  the  bank 
finally  went  into  the  hands  of  a  receiver  Feb- 
ruary 14,  1921. 

Mr.  Langer  goes  into  this  Scandinavian- 
American  bank  case  with  much  detail,  and 
makes  a  showing  that  reflects  very  seriously 
upon  the  State  administration.  He  shows  that 
in  1918  the  bank  guaranty  law  went  into  ef- 
fect in  the  State,  and  that  under  the  original 
law  the  Governor  was  obliged  to  appoint  three 
members  of  a  Commission  for  its  administra- 
tion from  a  list  of  names  submitted  by  the  State 
Bankers'  Association.  The  Governor  did  not 
control  the  Commission,  but  its  Secretary 
was  the  State  Examiner  of  Banks,  appointed 
by  the  Governor.  In  order  to  come  under  the 
protection  of  the  Guaranty  Law,  it  was  neces- 
sary that  the  Scandinavian-American  Bank 
should  pass  an  examination.  While  this  exam- 
ination was  being  made  the  following  remark- 
able letter,  written  by  an  assistant  in  the  office 
of  the  State  Examiner,  was  sent,  suggesting 
how  the  bank  might  trick  the  Commission  by 
getting  rid  temporarily  of  bad  paper  through 
the  aid  of  other  League  banks  which  had  al- 
ready passed  their  examinations : 

Bismarck,  N.  D.,  June  10,  1918. 

Mr.  J.  J.  Hastings,  Vice-President, 
Scandinavian-American  Bank, 
Fargo,  N.  D. 

Dear  Mr.  Hastings: 

Mr.  Waters  submitted  to  an  operation  at  the  hos- 
pital here  today.  While  the  operation  was  not  seri- 
ous yet  he  is  not  very  well  and  will  be  laid  up  for  a 
while.  This  is  the  reason  that  you  and  Mr.  Seming- 
son  were  not  able  to  get  him  over  the  phone. 

He  has  asked  me  to  write  you  regarding  the  extra 
help  you  have  at  your  bank  just  now  making  an  ex- 
amination. He  has  been  sick  since  last  Thursday,  or 
he  would  have  headed  the  thing  off.  Being  that  Mr. 
Schroegge,  Mr.  Semingson  and  Mr.  Halldorson  are 
there  now  to  make  an  examination  on  behalf  of  the 
commission,  he  does  not  care  to  create  any  animosity 
and  antagonism  over  this  matter  at  this  time,  and 
get  as  good  report  for  them  as  possible,  so  that  they 
won't  have  anything  to  hand  the  opposition  parties 
over  league  finances  and  business  methods,  or  criticize 
the  amount  of  paper  carried  there.  It  appears  quite 
evident  that  this  Is  a  political  play  for  thunder.  You 
see  the  opposition  parties  are  a  little  short  on  real 
sensational  thunder,  and  they  are  trying  to  scare  up 
something  for  the  last  act,  and  I  don't  suppose  the 
other  banks  In  Fargo  are  just  what  you  would  term 
"crazy  about  you."  Mr.  Waters  wishes  me  to  advise 
that  if  the  examiners  object  to  any  of  the  paper  car- 
ried there,  you  are  to  tell  them  that  it  will  be  removed 
at  once.  The  plan  of  taking  care  of  objectionable 
matter  is  to  shoot  it  out  to  the  other  league  banks- 
Grand  Forks.  Hillsboro,  Buxton,  Hatton— these  banks 
are  practically  all  new  banks,  and  have  been  passed 
by  the  commission  which  will  leave  them  In  a  posi- 
tion to  do  this.  They  would  not  have  anything  that 
the  commission  would  object  to  just  now.  Anything 
that  you  sent  them  could  be  taken  back  later  if  neces- 
sary. Of  course,  we  don't  want  to  move  any  more 
than  is  absolutely  necessary,  to  get  by  with  a  clean 
report.  Mr.  Waters  is  satisfied  that  with  this  Infor- 
mation, you  and  Mr.  Semingson  will  be  able  to  handle 
this  matter  satisfactorily  to  all. 

If  anything  further  develops,  kindly  write  me. 
Very  truly  yours, 

Roy  M.  HalUdu7. 


A  little  more  than  a  year  later  the  Scandi- 
navian-American Bank  was  examined  again, 
at  the  instance  of  Mr.  Langer  and  another 
member  of  the  State  Banking  Board.  Mr. 
Langer  says  of  its  condition  as  then  recorded : 

For  a  year  and  a  half  In  violation  of  the  State  Dank- 
lac  Iaws,  the  Scandinavian  -  .\  :.  Unnk  had  been 

•ncmced  In  wlld-cattlng.   kit  nts.  in   makinc 

•Kccaa  loan*.     Under  thr  b:.i liiia  bank  could 

not  loan  more  than  $9,000  to  any  concern,  person  or 
corporation.  Yet  In  violation  of  thia  law  they  made 
the  fol lowing  loans: 

Consumers  United  Stores  Co...„ ..$170,000.00 

NaUonal  Non-Partlsan  Leaxue. 148.824.26 

I/e«t«ue  BxcbanKe  „ 66,182.00 

Publisher's    XatL-Scrvlce   Bur^au.«     47.960.00 

H.  O.  Hageriy  47.088.00 

H.    E.    Knoack    „ 23,000.00 

A.  M.  Groavenor  (T,  Allen  Box  line)     29,426.83 

Porter  Kimball  „ 15,066.67 

United  States  Sisal  Trust 12,000.00 

O.  K.  Hanson  (Dir.  of  S.-A.  Bank)  16,847.89 
P.  R.  Sherman  (Cash,  of  S.-A.  Bank)  12.998.50 
H.  J.  Hasen  (Pres.  of  S.-A.  Bank).„    10,060.97 

1599,444.52 

The  Scandinavian -American  Bank  has  a  capital  of 
$50,000.00  and  a  surplus  of  $10,000.00,  making  $60,000.00. 
Yet  they  loaned  Townley  and  his  associates  nearly  a 
half  million  dollars.  Tuwnley  and  his  followers  got  a 
bunch  of  boys,  non-rcsldents.  employees  and  clerks 
and  attempted  illegally  to  circumvent  the  law.  The 
correspondence  which  I  have  shows  that  these  sign- 
ers were  "'dummies"  and  that  Townley  and  his  associ- 
ates got  the  money. 

Post-Dated   Checks. 

Commenting  upon  the  decision  of  the  Su- 
preme Court  of  North  Dakota  that  the  post- 
dated checks  were  acceptable  as  good  bank  as- 
sets, Mr.  Langer  says: 

Three  members  of  our  Supreme  Court,  Bronson. 
Grace  and  Robinson,  have  held  that  post  dated  checks 
are  excellent  security.  I  should  like  to  sec  some 
farmers  try  to  buy  Bronson's,  Grace's  or  Robinson's 
land  c:--  this  excellent  security,  to-wlt.  post  dated 
checks  given  by  men  living  In  Texa.s,  Oklahoma,  Wis- 
consin, Iowa,  Kansas,  South  Dakota,  Montana,  Idaho. 
Washington,  Oregon  or  Colorado,  these  checks  being 
given  by  men  whom  they  did  not  know,  that  they 
had  not  seen,  who  might  not  own  property,  and  some 
of  the  checks  over  a  year  past  due.  There  is  not  a 
farmer  in  North  Dakota  who  would  sell  his  farm  for 
that  kind  of  paper.  These  checks  in  the  amounts  of 
six.  nine,  sixteen,  eighteen,  thirty-two  or  one  hundred 
dollars  would  be  of  small  value  if  you  had  to  hire  a 
lawyer  and  pay  him  for  his  services  In  collecting 
them. 

The  Promotion  of  Waters. 

When  the  Bank  of  North  Dakota,  owned  by 
the  State,  was  organized  in  1919,  J.  R.  Waters, 
who  had  been  State  Examiner,  and  who  had 
directed  the  sending  of  the  letter  of  advice  to 
the  Scandinavian  -  American  Bank  quoted 
above,  was  made  president.  Of  his  qualifica- 
tions for  the  place  Mr.  Langer  says : 

J.  R.  Waters,  whom  Governor  Frazler  and  the  Com- 
missioner of  Agriculture  and  Labor.  Mr.  Hagen,  ap- 
pointed to  manage  the  Bank,  had  never  run  a  l>ank 
in  his  life.  Before  coming  to  North  Dakota  from  Iowa 
he  ran  a  livery  stable.  In  North  Dakota,  tho  Governor 
appointed  him  bank  examiner  at  the  request  of  tho 
"gang."  Waters  knew  no  more  about  thn  banking 
business  than  a  ten-year  old  child  reared  in  New 
York  City  would  know  about  raising  oranges  In  Cali- 
fornia. 


We  have  not  the  space  to  go  at  length  into 
other  charges  brought  by  Mr.  Langer  against 
the  leaders  of  the  Non- Partisan  League  and 
the  State  administration.  He  shows  up  t!ie 
State  publications  act,  under  which  a  State  of- 
ficial names  an  official  newspaper  in  every 
county  in  which  all  official  publications,  includ- 
ing those  of  county  officers,  must  be  made,  the 
object  being  to  cut  off  income  from  anti- 
league  newspapers  and  to  build  up  league 
papers.  Of  the  power  of  this  organized  pub- 
licity system  in  the  politics  of  the  State  the 
Attorney-General  wrote : 

There  Is  hardly  a  man  living  in  North  Dakota,  no 
matter  how  honest,  square  and  upright  he  may  be. 
who  can  withstand  attacks  from  the  socialist  crew 
with  their  large  gang  of  newspjipers.  back  of  which 
Is  tho  money  derived  from  the  county  printing  In 
nearly  every  county  in  the  state.  In  addition  to  that 
they  have  tho  enormous  amount  of  money  collected 
in  the  organization  of  tho  United  Consumers  Stores 
Company,  ninety  per  cent  of  which  they  can  use  for 
"educational  purposes."  J.  W.  Brlnton  whom  they 
are  now  seeking  to  discredit  testlfled  that  ho  alone 
collected  one  million  and  one  hundred  thousand  dol- 
lars from  farmers  in  the  Consumers  T'nltod  Stores 
Company,  and  time  and  time  again  I  have  heard 
Townley  ridicule  the  farmers  for  being  "damn  fools" 
enough  to  pay  $100  for  tho  privilege  of  trading  at  a 
store  they  paid  for.*  This  is  the  kind  of  an  outfit 
which  is  in  control  of  the  State  of  North  Dakota,  pos- 
ing as  farmers'  friends,  when  as  a  matter  of  fact  they 
arc  their  enemies. 

He  charges  that  the  Bank  of  North  Dakota 
is  run  as  a  political  institution,  granting  and 
denying  favors  as  such.  He  charges  that 
breaches  of  trust  on  the  part  of  public  offi- 
cials and  other  gross  crimes  have  been  con- 
doned when  committed  by  members  of  the 
league,  giving  names  and  particulars.  He  as- 
serts that  the  State  administration  is  extrava- 
gant and  that  the  tax  levy  for  all  purposes  was 
increased  from  $1,572,255.46  in  1918  to  $3,800,- 
000  in  1919. 

Comments  by  the  Chief  Justice  of  the  Supreme 
Court. 

The  Chief  Justice  of  the  Supreme  Court  of 
North  Dakota,  Judge  Robinson,  who  was 
elected  by  the  Non-Partisan  League  and  has 
participated  in  some  of  the  decisions  criticized 
by  Attorney-General  Langer,  has  joined  lately 
the  ranks  of  the  critics.  In(  some  parts  of  the 
country  it  would  be  considered  unusual  for 
the  Chief  Justice  of  the  Supreme  Court  of  a 
State  to  volunteer  for  publication  a  statement 
sharply  criticizing  the  General  Assembly  and 
branches  of  the  Executive  Government,  but  the 
interchange  of  opinion  in  North  Dakota  at 
this  time  is  highly  informal,  and  in  some  re- 
spects very  instructive.  The  situation  recalls 
the  famous  editorial  written  by  William  Allen 
White  some  years  ago,  upon  "What's  the 
Matter  with  Kansas"? 


•  The  United  Consumers  Stores  Company,  operat- 
ing S7  stores  and  saloa  .igeneles  in  North  Dakota,  went 
into  voluntary  bankruptcy,  March  10,  1921. 
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Chief  Justice  Robinson  describes  the  situa- 
tion of  the  Bank  of  North  Dakota  in  graphic 
language,  as  follows: 

On  our  Ship  of  State  there  Is  a  modem  Jonah — the 
state  bank. 

The  lord  has  sent  out  a  great  wind  and  there  is  a 
mighty  tempest  in  the  sea  so  that  the  ship  is  lilcely 
to  be  broicen  unless  Jonali  be  thrown  overboard.  The 
same  Jonah,  without  any  means  of  his  own  .has  posed 
as  a  banker  and  gotten  into  his  coffers  all  the  public 
monies  from  every  county  and  every  corner  of  the 
state.  He  has  put  a  large  part  of  the  money 
into  long  time  loans  on  land,  into  the  coffers  of 
bankers  and  parties  that  will  never  repay,  and  into 
buildings,  mills  and  elevators.  Now  the  depositors  de- 
mand their  money  and  there  is  no  repajTnent. 

Jonah  is  several  millions  short  and  he  will  neither 
fish,  cut  bait,  nor  go  ashore,  so  the  chances  are  that 
he  will  have  to  be  thrown  into  the  sea;  but  in  the 
treasury  department  there  appears  to  be  a  tame  whale 
with  capacity  sufficient  to  swallow  and  liquidate 
Jonah. 

The  Chief  Justice  confirms  all  that  the  At- 
torney-General of  the  State  has  written 
about  the  increase  of  taxation.  Upon  this  sub- 
ject, with  a  reference  to  the  reverse  suffered 
by  the  League  at  the  election  last  year,  he 
says : 

The  people  look  to  their  solons  for  some  relief  from 
the  robber  taxes  which  have  been  levied  during  the 
past  three  years.  Most  i>eop!e  do  not  like  to  be 
robbed.  Under  the  laws  of  1919  the  assessments  and 
taxes  have  been  marked  up  to  three  times  those  of 
any  former  year.  At  a  special  session  of  the  solons  in 
1920.  after  the  special  election  in  Towner  county,  the 
League  .solons  lacked  only  one  senator  of  having  a 
majority  of  two  to  one  in  each  house.  Then  there  was 
a  demand  to  reduce  by  50  per  cent  the  unjust  taxes 
of  1919,  but  there  was  only  a  reduction  of  25  per  cent 
from  the  state  taxes.  The  result  is  that  at  the  present 
session  the  League  solons  have  no  majority. 

The  Chief  Justice  denounces  not  only  the 
excessive  assessments  but  the  new  State  in- 
come tax  and  a  system  of  license  taxes  which 
has  been  inaugurated.     He  says  about  these: 

A  person  having  a  constitutional  right  to  live  must 
have  a  right  to  obtain  the  means  of  living — a  right 
to  work,  eat,  drink,  sleep  and  use  the  toilet  without 
paying  a  tax.  The  tax  system  of  1919  must  pull  down 
and  send  to  grass  any  person  who  stands  for  it. 
Excessive  taxation  is  robbery  and  it  has  always  been 
the  greatest  curse  of  every  state  and  nation. 

The  Bank  of  North  Dakota. 

The  Bank  of  North  Dakota  was  designed  to 
be  the  financial  agency  for  carrying  out  the 
League  program  of  State-owned  industries, 
State  loans  on  real  estate,  etc.,  and  to  insure 
the  financial  independence  of  the  State,  free 
from  the  domination  of  Wall  Street,  the  Money 
Power,  et  al.  Deposits  in  the  Bank  are  obliga- 
tions of  the  State  of  North  Dakota.  The  capi- 
ta! yrzs  to  be  $2,000,000,  supplied  by  the  sale 
of  State  bonds.  The  bonds  were  turned  over 
to  the  Bank  but  have  not  been  sold.  The  capi- 
tal therefore  is  not  available  for  banking  pur- 
poses. In  order  to  provide  the  Bank  with 
funds,  all  public  monies,  belonging  to  counties, 
municipalities,  school  districts  or  any  sub-divi- 
sions of  the  State,  were  required  by  law  to  be 
kept  on  deposit  with  it.    The  local  banks  or- 


ganized under  the  State  banking  system  were 
required  to  keep  reserves  with  it;  in  short  it 
was  to  be  a  central  bank  and  reserve  bank  for 
the  State,  independent  of  the  Federal  Reserve 
system.  The  total  deposits  of  the  Bank  at 
the  close  of  June,  1920,  were  $26,500,000. 

The  deposits  were  largely  re-deposited  with 
local  banks  about  the  State,  although  sub- 
stantial balances  were  kept  in  central  cities 
outside  the  State.  With  the  growth  of  dis- 
satisfaction last  year  a  measure  was  proposed 
by  petition,  under  the  act  providing  for  the 
system  of  initiative  and  referendum,  repealing 
that  portion  of  the  State  Bank  act  which  re- 
quired the  treasurers  of  local  subdivisions  of 
the  government  to  keep  public  funds  with  the 
Bank,  and  this  measure  was  carried  at  the  elec- 
tion last  November.  This  change  seriously  im- 
paired the  whole  plan,  for  it  deprived  the  Bank 
of  a  large  part  of  the  funds  with  which  it  was 
expected  to  do  business.  Moreover,  it  involved 
a  withdrawal  of  re-deposits  in  local  banks  and 
of  funds  placed  in  investments  from  which  in 
some  instances  they  could  not  be  readily  with- 
drawn. The  situation  has  been  made  more  dif- 
ficult by  the  fall  in  prices  of  farm  products, 
which  greatly  reduced  the  value  of  last  year's 
crops  and  also  made  the  farmers  disinclined  to 
sell  and  caused  money  to  be  very  tight  within 
the  State.  L'ndoubtcdly  it  has  been  an  un- 
favorable time  to  shift  deposits,  and  the  em- 
barrassment of  the  Bank  has  been  increased 
by  this  fact.  A  large  number  of  small  banks 
have  had  to  suspend  payments.  The  Bank  of 
North  Dakota  will  meet  all  its  obligations 
eventually  no  doubt,  for  it  has  the  State  of 
North  Dakota  behind  it,  but  if  it  was  required 
to  meet  them  as  other  banks  are  expected  to 
do  it  would  have  to  close. 

An  Erroneous  Phin. 

The  plan  of  making  the  State  of  North  Da- 
kota a  self-contained  unit  financially  was  fun- 
damentally erroneous.  A  well-balanced  bank 
is  one  that  serves  so  many  different  kinds  of 
business  that  all  its  patrons  are  not  calling 
upon  it  for  help  at  the  .same  time.  A  bank,  as 
we  have  often  pointed  out,  is  not  a  source  of 
wealth  in  itself;  it  is  a  reservoir  and  clearing 
house  for  the  community  that  it  serves.  The 
whole  theory  of  banking  is  based  upon  the  as- 
sumption that  normally  about  as  many  people 
will  be  wanting  to  put  money  into  a  bank  as  to 
draw  money  out.  Some  lines  of  business  and 
some  localities  will  need  credit  at  certain  sea- 
sons while  in  other  lines  and  other  places  the 
demand  will  fall  most  heavily  at  other  seasons. 
The  service  of  a  banking  system  is  to  make  idle 
funds  available  where  they  are  wanted.  A  sin- 
gle bank  with  an  office  in  one  town  accom- 
plishes this  in  a  degree,  a  bank  which  serves  a 
larger  area  of  territory  and  a  greater  variety 
of  business  accomplishes  it  in  a  larger  degree, 


while  banks  tliat  have  customers  in  many  lines 
of  business,  and  in  all  parts  of  the  country  and 
in  foreign  countries  accomplish  it  in  still 
greater  degree. 

When  the  Federal  Reserve  system  was  or- 
ganized the  idea  of  regional  independence  was 
urged  very  strongly  and  the  first  thought  was 
to  make  the  twelve  banks  absolutely  independ- 
ent of  each  other.  This  policy  was  opposed, 
and  some  of  the  individuals  who  opposed  it 
have  been  since  falsely  represented  as  oppos- 
ing the  whole  measure.  Fortunately  in  the  last 
days  of  consideration  the  change  was  made 
giving  the  Federal  Reserve  Board  authority 
to  require  one  reserve  bank  to  re-discount  for 
another,  an  amendment  which  practically  uni- 
fied the  system  and  broadened  the  base  under 
every  bank. 

The  State  of  North  Dakota  is  mainly  devoted 
to  one  industr)',  agriculture,  and  largely  to  one 
crop.  Money  is  easy  or  tight  in  all  localities 
of  the  State  at  one  and  the  same  time.  For 
this  reason  the  State  docs  not  make  a  well-bal- 
anced economic  or  financial  unit  in  itself. 
Moreover,  North  Dakota  is  a  comparatively 
new  State ;  it  has  always  used  outside  capital 
to  its  advantage  and  can  continue  to  do  so. 
The  idea  of  corralling  all  the  loose  funds  at  the 
capital  of  the  State,  and  of  getting  along  with- 
out aid  from  outside  was  a  mistake. 

Conditions  in  Past  Six  Months. 

As  a  matter  of  fact  the  banks  of  North  Da- 
kota during  the  past  six  months  have  borrowed 
heavily  from  the  Reserve  bank  at  Minneapolis, 
of  funds  deposited  with  it  by  the  banks  of 
other  states,  and  also  very  heavily  of  corre- 
spondent banks  in  Minneapolis,  St.  Paul,  Chi- 
cago and  Ne<v  York.  The  Reserve  bank  of 
Minneapolis  also  borrowed  largely  of  the  Re- 
serve banks  of  fhe  East,  so  that  the  resources 
of  many  states  have  been  drawn  upon  for  the 
assistance  of  the  farmers  of  North  Dakota. 

These  funds,  as  already  stated,  belong  in  the 
last  analysis  to  individual  depositors  through- 
out these  states,  and  when  these  depositors,  in 
the  course  of  their  own  business,  wanted  to  use 
them,  and  the  banks  which  originally  held 
them  called  upon  the  Reserve  banks  and  the 
banks  of  North  Dakota  for  them,  a  great  pro- 
test went  up  that  the  banking  system  of  the 
country  was  oppressing  the  farmers  of  North 
Dakota.  Other  sections  also,  which  were  ac- 
tually using  large  amounts  of  capital  belonging 
elsewhere  but  placed  at  their  disposal  tempo- 
rarily by  means  of  the  country's  interlocked 
banking  system,  have  made  similar  complaints, 
all  due  to  a  want  of  understanding  of  funda- 
mental banking  principles — to  a  mistaken  'dea 
that  banking  institutions  can  be  organized  to 
create  credit  and  that  credit  can  be  made  to 
take  the  place  of  capital  to  almost  any  desired 


extent.  The  whole  conception  is  erroneous 
and  every  attempt  to  put  it  into  effect  results 
in  trouble. 

Difference  Between  Fixed  Capital  and  Liquid 
Capital. 

There  is  a  difference  between  the  credit  to 
which  a  man  is  entitled  on  the  strength  of 
owning  a  farm  or  a  block  of  buildings  and  that 
to  which  he  is  entitled  on  the  strength  of  own- 
ing grain  or  another  commodity  ready  for  mar- 
ket, and  .whenever  these  two  classes  of  credit 
are  confused  trouble  is  likely  to  ensue.  Credit 
of  the  first  class  is  a  slow  credit ;  the  property 
may  be  good,  but  possibly  cannot  be  converted 
into  money  at  any  definite  time.  The  second 
class  of  credit  usually  can  be  promptly  con- 
verted and  therefore  is  the  only  kind  suitable  as 
security  for  advances  by  a  bank  which  must 
keep  itself  in  position  to  pay  depositors  on  de- 
mand. It  must  be  always  remembered  that  the 
first  duty  of  a  banker  is  to  pay  his  depositors 
when  they  want  their  money.  The  borrower 
ought  to  understand  that  the  banker's  first  duty 
is  to  the  depositor.  The  banker  is  a  middleman, 
between  the  depositor  and  borrower.  The  latter 
has  a  right  to  the  funds  for  the  length  of  time 
agreed  upon  when  he  executes  his  note,  and 
for  not  a  day  longer  if  the  depositor  then 
wants  them.  The  banking  business  is  based 
upon  this  principle.  Deposits  are  obtained 
upon  this  understanding.  Deposits  are  the 
basis  of  modern  banking;  without  deposits  the 
whole  banking  service  would  disappear,  and  if 
depositors  could  not  count  on  getting  their 
money  when  they  wanted  it  deposits  would  not 
be  forthcoming.  It  is  of  interest  to  the  borrow- 
ing public,  therefore,  that  there  be  a  clear  un- 
derstanding upon  this  point. 

The  North  Dakota  Bond  Issues. 

After  the  foregoing  extracts  from  Mr. 
Langer's  book  it  should  not  be  necessary  to 
say  much  in  explanation  of  why  North  Dakota 
bonds  have  not  found  a  ready  market.  An  is- 
sue of  $6,200,000  was  advertised,  bids  to  be 
opened  on  December  15,  1920.  It  is  reported 
that  there  were  no  bids.  The  amount  is  not  so 
large  that  the  State  of  North  Dakota  would 
need  to  look  to  Wall  Street  or  the  Money 
Power  in  the  sense  in  which  that  term  is  com- 
monly used.  There  are  hundreds  of  bond 
houses  over  the  country  able  to  handle  an 
issue  like  that,  if  it  is  of  a  kind  that  appeals 
to  the  average  investor.  To  suppose  that  there 
was  a  general  conspiracy  to  defeat  this  sale 
is  ridiculous. 

A  representative  of  the  State  government 
came  to  New  York  City  to  sell  the  bonds.  He 
was  courteously  received,  given  information 
and  advice  about  possible  buyers,  in  good  faith : 
He  spent  some  days  in  this  city,  went  to  Bos- 
ton and  probably  other  Eastern  cities.    So  far 
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as  we  are  advised  nobody  here  made  any  propo- 
sition to  him  based  upon  an  abandonment  of 
any  part  of  the  Non-Partisan  League  program. 
The  fact  is  that  the  parties  concerned  seem 
to  enormously  exaggerate  the  interest  of  the 
outside  pubHc  in  that  program.  State  owner- 
ship and  operation  of  industries  have  been  tried 
before  and  few  people  believe  that  North  Da- 
kota is  going  to  reverse  all  past  experience. 
As  a  rule  it  is  safe  to  say  that  the  people  who 
do  not  believe  in  the  practicability  of  state  op- 
erations in  industry  would  rather  see  the  North 
Dakota  undertakings  go  through  to  a  full  trial 
than  have  them  break  down  at  this  stage.  The 
people  of  North  Dakota  certainly  have  a  right 
to  make  the  proposed  experiments  if  they 
want  to,  but  the  right  of  an  investor  to  make 
his  own  choice  between  North  Dakota  bonds 
and  South  Dakota  bonds,  or  some  other  in- 
vestment, is  likewise  above  question.  The  gov- 
ernment of  South  Dakota  has  a  rural  credits 
department  which  lends  money  direct  to  farm- 
ers on  land  mortgages,  and  is  selling  its  state 
bonds  for  that  purpose  without  any  trouble. 

Why  the  Bonds  Do  Not  Sell. 

The  fundamental  reason  v/hy  the  North  Da- 
kota bonds  are  not  being  readily  sold,  is  that 
bankers  are  afraid  thjey  cannot  sell  them.  In- 
vestment bankers  buy  bonds  in  the  capacity  of 
merchants,  to  sell  again.  They  try  to  buy  is- 
sues that  they  think  will  be  popular  with  the 
public.  They  do  not  think  the  news  coming 
out  of  North  Dakota  about  the  administration 
of  the  State  government,  the  financial  pohcies 
of  the  State,  the  increase  of  taxation  and  the 
general  state  of  politics  in  the  State,  as  re- 
ported by  Mr.  William  Langer  and  others,  is 
calculated  to  make  a  good  market  for  the 
bonds. 

Nobody  doubts  the  solvency  of  the  State  of 
North  Dakota,  or  the  integrity  of  the  great 
body  of  its  citizens.  These  bonds  are  said  to 
have  been  passed  upon  by  the  Supreme  Court 
of  the  State,  and  presumably  are  valid,  but 
there  is  evidence  that  the  affairs  of  the  State 
are  not  being  well  managed.  People  are  not 
quite  sure  what  the  policies  of  the  present  State 
.luthorities  might  be  if  they  should  be  retained 
in  power.  It  has  been  pointed  out  that  the 
sinking  fund  in  which  is  to  be  annually  ac- 
cumulated the  sums  for  the  payment  of  the 
principal  as  it  falls  due  is  to  be  in  the  custody  of 
the  Bank  of  North  Dakota,  and  that  the  bank 
has  power  to  lend  it  to  the  departments  of 
state  that  are  conducting  State  industries. 
Naturally  people  ask,  what  kind  of  a  sinking 
fund  is  that?  Where  will  it  be  sunken  when  it 
is  needed,  and  what  provision  will  there  be  for 
its  replacement? 

Then  there  is  sometimes  a  natural  indisposi- 
tion to  do  business  even  though  the  security 
offered  is  in  itself  unobjectionable.     When  a 


smooth  salesman  gets  the  signature  of  a 
farmer  to  a  promissory  note  in  exchange  for 
a  patent  right  or  a  block  of  doubtful  stock  and 
offers  the  note  at  a  neighboring  bank  at  a 
tempting  discount,  it  is  a  doubtful  purchase 
even  though  the  name  is  above  question. 
Bankers'  associations  throughout  the  country 
have  passed  resolutions  urging  that  such  pur- 
chases be  not  made. 

We  do  not  attack  the  government  of  North 
Dakota  or  even  the  officials  who  at  present 
are  managing  it.  We  make  no  statements  con- 
cerning them  upon  our  own  responsibility.  The 
quotations  given  above  are  in  the  language 
of  the  man  who  was  twice  elected  Attor- 
ney-General of  North  Dakota  by  the  votes 
of  the  Non-Partisan  League  and  of  the  present 
Chief  Justice  of  the  Supreme  Court,  also  sup- 
ported by  the  League,  and  since  there  is  an 
interest  in  knowing  why  North  Dakota  bonds 
have  not  sold  readily  their  statements  are  of- 
fered in  explanation. 

Federal  Land  Banks. 

The  Supreme  Court  of  the  United  States  has 
sustained  the  constitutionality  of  the  Federal 
Farm  Loan  Act,  and  expressly  that  part  of  it 
which  exempts  the  land  banks  and  the  securi- 
ties issued  by  them  and  all  income  derived 
from  such  securities,  from  Federal,  State  and 
local  taxation.  The  exemption  was  based  upon 
a  declaration  contained  in  the  act  that  "first 
mortgages  executed  to  Federal  land  banks  or 
to  joint  stock  land  banks  and  farm  loan  bonds 
issued  under  the  provisions  of  this  act  shall  be 
deemed  to  be  instrumentalities  of  the  Govern- 
ment of  the  United  States."  The  act  author- 
izes the  Secretary  of  the  Treasury  to  use  both 
types  of  land  banks  as  "fiscal  agencies,"  for 
the  deposit  of  public  funds,  sale  of  government 
bonds,  etc. 

The  complaint  alleged  that  the  declaration 
that  the  banks  were  instrumentalities  of  the 
Government  was  only  a  pretext ;  that  in  fact 
they  were  not  intended  to  be  so  used  in  any 
'important  sense,  were  not  so  needed,  had  not 
been  so  employed,  and  that  the  real  purpose 
was  simply  to  exempt  a  certain  class  of  prop- 
erty from  taxation,  which  in  itself  was  not  a 
lawful  purpose. 

The  Supreme  Court  in  its  decision,  which 
was  unanimous  except  that  Justice  Brandeis 
did  not  participate  in  the  case,  planted  itself 
squarely  upon  the  opinion  of  Chief  Justice 
John  Marshall  in  the  great  cases,  McCiillough 
v.  Maryland  and  Osborn  v.  Bank,  in  which  the 
Court  upheld  the  right  of  Congress  to  grant  a 
charter  to  the  Bank  of  the  United  States. 

This  is  one  of  the  great  Marshall  opinions, 
in  which  he  gave  a  broad  interpretation  to 
the  powers  conferred  upon  the  Confrress, 
holding  that  it  had  authority  to  use  such  means 
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as  in  its  judgment  were  deemed  appropriate 
to  carry  on  the  functions  of  government.  The 
Court  in  the  present  case  says : 

That  the  formation  of  the  bank  was  required  in  the 
Judgment  of  the  Congreaa  for  the  fiscal  operations  of 
the  Qovornmcnt.  was  a  principal  consideration  upon 
which  Chief  Justice  Marshall  rested  the  authority  to 
create  the  bank:  and  for  that  purpose  brlnK  an  ap- 
propriate measure  in  the  judgment  of  the  Con^ross. 
it  was  held  not  to  be  within  the  authority  of  the  court 
to  (lueatlon  the  conclusion  reached  by  the  leKlsIatlvo 
branch  of  the  Oovernment. 

Referring  to  the  authority  given  to  the  Sec- 
retary of  the  Treasury  in  the  land  bank  act  to 
use  the  land  banks  as  depositaries  of  public 
monies,  the  Court  says : 

It  is  said  that  the  power  to  designate  these  banks 
as  such  depositaries  has  not  been  exercised  by  the 
Oovernment,  and  that  the  Federal  Land  Banks  have 
acted  as  Federal  agents  only  in  the  case  of  loans  af 
money  for  seed  purposes  made  in  the  summer  of  1918, 
to  which  we  have  already  referred.  But  the  ex- 
istence of  the  power  under  the  Constitution  is  not 
determined  by  the  extent  of  the  exorcise  of  the  au- 
thority conferred  under  it.  Conurcas  declared  It 
necessary  to  create  these  fiscal  aKenciea,  and  to 
make  them  authorized  depositaries  of  public  money. 
Its  power  to  do  so  Is  no  Ion(;er  open  to  question. 

But,  it  is  urRod,  the  attempt  to  create  these  Federal 
agencies,  and  to  make  these  banks  fiscal  agents  and 
public  deposit.Trles  of  the  Government,  is  but  a  pre- 
text. But  nothing  is  better  settled  by  the  decisions 
f  this  court  than  when  Congress  acts  within  the  limits 
of  its  constitutional  authority,  it  la  not  the  province 
of  the  judicial  branch  of  the  Government  to  question 
its  motives. 

The  Power  to  Tax  is  Power  to  Destroy. 

As  to  the  exemption  from  taxation,  the 
Court  says : 

That  the  Federal  Government  can.  If  it  sees  fit  to 
do  so.  exempt  such  securities  from  taxation,  seems 
obvious  upon  the  clearest  principles.  But,  it  is  said 
to  be  an  invasion  of  state  authority  to  extend  the  tax 
exemption  so  as  to  restrain  the  power  of  the  state. 
Of  a  similar  contention  made  in  McCuUough  v.  Mary- 
land, Chief  Justice  Marshall  uttered  his  often  quoted 
statement:  "That  the  power  to  tax  involves  the  power 
to  destroy;  that  the  power  to  destroy  may  defeat 
and  render  useless  the  power  to  create:  that  there  is 
a  plain  repugnance,  in  conferring  on  one  government 
a  power  to  control  the  constitutional  measures  of 
another,  which  other,  with  respect  to  those  very  meas- 
ures,  is  declared  to  be  supreme  over  that  which  exerts 
the  control,  are  propositions  not  to  be  denied." 
i   ANTieaton   431. 

The  same  principle  has  been  recognized  in  the  Na- 
tional Bank  Cases  declaring  the  power  of  the  States 
to  tax  the  property  and  franchises  of  national  banks 
only  to  the  extent  authorized  by  the  law.s  of  Congress. 
Owensboro  Nat.  Bank  v.  Owensboro,  173  U.  S.  60,  64, 
Involved  llie  validity  of  a  franchise  tax  in  Kentucky 
on  national  banks.  In  that  case  this  court  declared 
rpp.  668,  669)  that  the  States  were  wholly  without 
power  to  levy  any  tax  directly  or  indlreetly  upon  na- 
tional banlts,  their  property,  assets  or  franchises, 
except  so  far  as  the  permissive  legislation  of  Congre.ss 
allowed  such  tax.ation:  and  the  court  declared  that  the 
right  granted  to  tax  the  real  estate  of  such  banks,  and 
the  shares  in  the  names  of  the  shareholders,  con.sti- 
tuted  the  extent  of  the  permission  given  by  Congress, 
and  any  tax  beyond  these  was  declared  to  be  void. 

The  exercise  of  such  taxing  powrr  by  the  States 
might  be  so  MscA  as  to  hamper  and  destroy  the  exer- 
cise of  authority  conferred  by  Congress,  and  this  Justi- 
fies the  exemption.  If  the  States  can  tax  these  bonds 
they  may  destroy  the  means  provided  for  obtaining 
the  necessary  funds  for  the  future  operation  of  the 
banks.  AVlth  the  wisdom  and  policy  of  this  legisla- 
tion we  hiive  nothing  to  do.  Ours  is  only  the  function 
of  ascertaining  whether  Congress  in  ttie  creation  of 


the  bajtka,  and  In  exempting  these  aecurltles  from 
taxaUon.  Federal  and  State,  has  acted  within  the 
limits  of  its  constitutional  authority. 

This  opinion,  which  again  defines  the  rela- 
tions between  the  judicial  and  legislative  func- 
tions of  the  Government,  has  a  lesson  for  the 
thoughtless  people  who  charge  the  judiciary 
with  encroaching  upon  the  powers  of  the 
Congress.  The  Supreme  Court  does  not  ques- 
tion the  discretion  of  the  Congress  when  legis- 
lating within  the  field  where  the  constitution 
gives  it  authority.  If  the  Congress  says  that 
the  Secretary  of  the  Treasury  requires  the 
assistance  of  land  banks  in  managing  the  fiscal 
affairs  of  the  Government  the  courts  will  ac- 
cept that  declaration. 

A  Doubtful  Policy. 

Accepting  the  decision  of  the  Court  as  to 
the  authority  of  the  Congress  as  sound,  we 
have  the  express  permission  of  the  Court  to 
question  the  wisdom  of  the  exemption  policy. 
There  is  serious  reason  for  questioning  it  in 
the  fact  that  measures  are  now  pending  before 
committees  of  Congress  to  provide  loans  upon 
dwelling  houses  in  cities  and  upon  personal 
credits,  the  funds  to  be  provided  by  the  sale  of 
tax-exempt  securities.  Under  this  decision  the 
pressure  for  such  legislation  will  be  redoubled. 

Moreover,  the  idea  spreads  to  state  legisla- 
tures. Measures  are  pending  before  several 
of  them  for  exempting  not  only  mortgages 
upon  dwelling  house  property,  but  dwelling- 
house  property  itself  from  taxation. 

There  is  no  stopping  place  once  legislation 
of  this  character  is  approved.  Agriculture  is 
a  fundamental  industry,  but  agriculture  itself 
is  dependent  upon  transportation  and  is  seri- 
ously affected  just  now  by  the  increase  of 
transportation  charges.  Yet,  somehow,  the 
cost  of  operating  the  railroads  must  be  met 
and  the  capital  invested  in  roads  must  earn 
a  fair  return,  or  the  roads  will  deteriorate. 
Why  not,  then,  exempt  from  taxation  all  rail- 
road securities  and  the  income  derived  from 
them? 

All  Exemptions  Wrong. 

As  a  general  rule  tax  exemptions  are  un- 
justifiable. There  alwaj's  have  been  certain 
exemptions,,  some  of  small  importance,  and 
others  with  some  degree  of  justification,  but 
they  are  especially  objectionable  in  the  case 
of  taxes  upon  incomes  and  where  the  taxes 
are  graduated  with  the  purpose  of  making 
large  incomes  pay  higher  rates  than  small. 
The  exemptions  defeat  that  purpose,  because 
the  large  taxpayer  gets  the  same  immunity  as 
the  small.  If  the  amount  of  tax  exempt  se- 
curities on  the  market  was  small,  not  enough 
to  supply  the  wants  of  the  large  tax-payers, 
there  might  be  competition  among  this  class 
for  them  with  the  result  that  the  benefits 
would  go  to  the  borrowers  by  way  of  lower 
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interest  rates;  but  the  amount  of  the  securi- 
ties is  already  so  large  that  there  is  an  ample 
supply  tor  the  large  tax-payers  without  such 
competition.  Persons  of  even  moderate  in- 
comes are  finding  it  worth  while  to  buy  the 
tax  exempt  securities,  and  of  course  those  of 
large  incomes  find  a  large  saving  in  doing  so. 
Five  per  cent  to  the  large  tax-payer  free  of 
all  taxation  means  that  he  is  gaining  more  by 
the  exemption  than  the  borrower  is  gaining  by 
the  reduction  of  the  interest  rate. 

Somebody  Pays  for  the  Exemptions. 

There  is  no  escaping  the  grim  fact  that 
Federal,  State,  municipal  and  local  taxes  are 
destined  to  remain  very  heavy  and  every  ex- 
emption makes  them  heavier  for  the  people 
who  have  to  do  the  paying.  Wherever  it  is 
possible  for  the  Government  to  aid  industry  or 
promote  the  welfare  of  any  class  of  people 
without  adding  to  the  burdens  of  other  people 
it  is  of  course  desirable  that  it  should  do  so. 
but  all  special  grants  of  favor  are  to  be  viewed 
with  suspicion.  It  is  more  than  doubtful 
whether  the  farmers  as  a  class  will  gain  any- 
thing by  interest  rates  that  are  below  the  nor- 
mal market  rates.  Probably  one-half  of  the 
farms  have  no  mortgages  upon  them.  The 
owners  of  these  are  making  their  way  without 
any  help,  and  they  will  not  be  aided  by  subsi- 
dized competition  stimulated  by  the  activities 
of  the  Government.  When  it  is  also  considered 
that  taxation  is  made  heavier  for  these  farm- 
ers who  will  never  take  advantage  of  the 
farm  loan  act,  or  who  could  get  along  as  well 
without  it,  it  will  be  seen  that  it  is  not  alto- 
gether a  boon  even  for  the  farmers  as  a  class. 

Constitutional  Amendment. 

The  pressure  for  exemptions  in  aid  of  dif- 
ferent interests  increases  with  every  new 
grant  and  becomes  more  difficult  to  resist.  The 
fact  that  municipal  and  school  district  bonds, 
drainage  district  bonds,  etc.,  have  the  exemp- 
tion privilege  has  strengthened  the  plea  for 
the  exemption  of  farm  loan  bonds,  and  the 
fact  that  the  latter  have  it  suggests  the  exten- 
sion to  dwelling  house  mortgages.  The  ex- 
emption of  the  securities  of  all  divisions  of  the 
Government  is  held  to  be  a  reciprocal  right, 
which  probably  could  not  be  taken  away  with- 
out a  constitutional  amendment,  and  Con- 
gressman McFadden  has  proposed  such  an 
amendment.  It  ought  to  be  adopted.  The  va- 
rious divisions  of  the  Government  would  be 
amply  protected  against  each  other  by  a  pro- 
vision against  discrimination  as  in  the  case  of 
national  banks. 

Of  course  outstanding  issues  which  have 
been  sold  under  tax  exemption  conditions 
would  have  to  remain  exempt,  but  with  a  con- 
stitutional amendment  all  new  issues  should 
be  subject  alike  to  all  levies. 


Land  as  a  Factor  in  Prices. 

We  have  received  a  letter  from  Professor 
H.  C.  Filley,  of  the  department  of  rural  eco- 
nomics, University  of  Nebraska,  in  which,  re- 
ferring to  the  discussion  of  the  relation  of  farm 
land  values  to  costs  of  production  in  the  De- 
cember Letter,  he  says: 

We  agree  with  you  very  heartily  in  this  discussion 
but  there  are  a  few  points  which  might  be  added.  In 
our  worlc  in  cost  o£  production  in  Nebraslta,  we  do 
not  use  interesi  on  the  estimated  value  of  the  land 
as  land  cost.  Instead  we  count  the  land  rental  at 
two-flfths  of  the  crop  delivered  which  was  the  com- 
mon rental  in  eastern  Nebraska  in  pre-war  years. 
When  crops  arc  good  and  prices  high  this  gives  the 
landlord  a  rather  high  rental  but  in  years  like  the 
present  when  prices  of  corn  and  oats  are  very  low  he 
receives  a  very  low  rental.  Since  so  little  land  rents 
for  cash  we  consider  that  this  is  much  fairer  than  to 
make  a  fixed  charge  per  acre.  This  two-flfths  of  the 
crop  rental  as  a  matter  of  course  includes  all  land 
taxes,  new  building,  repairs,  depreciation,  insurance 
on  farm  buildings  and  other  items  which  are  an  es- 
.sential  part  of  the  farm  equipment  and  really  consti- 
tute a  considerable  part  of  the  land  cost. 

In  any  discussion  emphasizing  the  fact  that  farm 
land  values  depend  upon  the  value  of  the  farm  prod- 
ucts and  that  it  is  unfair  to  use  the  interest  on  esti- 
mated selling  price  of  the  land  as  a  part  of  the  cost 
of  produotion,  we  should  not  fail  to  note  that  the 
same  conditions  apply  to  city  property.  The  merchant 
for  example,  ordinarily  counts  his  rental  costs  as  a 
part  of  the  essential  cost  of  doing  business.  This 
rental  cost,  however,  covers  not  only  a  fair  rate  of 
interest,  depreciation  and  other  items  connected  with 
the  building  in  which  he  does  business  but  covers  also 
a  valuation  upon  the  land  where  the  buildings  stand 
and  this  valuation  depends  in  turn  upon  the  profits 
which  some  merchant  is  able  to  make  in  that  particu- 
lar location. 

For  example,  there  are  certain  locations  In  the  main 
business  district  of  Lincoln,  Nebraska,  which  have 
practically  doubled  in  value  In  the  last  five  or  six 
years  although  the  building  on  the  site  has  not  been 
changed  and  is  in  reality  only  a  small  part  of  the 
estimated  value  of  the  property.  The  merchants 
count  the  rental,  including  the  rental  of  the  land  as 
well  as  the  building,  as  a  part  of  the  cost  of  doing 
business  and  fix  the  selling  price  of  their  goods  so  as 
to  Include  this  cost.  In  no  respect  does  this  differ 
from  the  methods  used  by  many  farmers  in  obtaining 
their  cost  of  production. 

We  certainly  agree  with  you  that  the  farmer  can 
not  hope  to  secure  a  price  for  his  products  that  will 
pay  cost  of  production  irrespective  of  the  land  value 
upon  which  these  products  were  raised.  Wo  believe 
that  you  will  agree  with  us  that  the  merchant  cannot 
hope  to  continue  doing  business  at  a  large  enough 
margin  of  gross  profit  that  the  interest  upon  the 
value  of  the  land  rAnv  always  be  returned  Irrespective 
of  what  that  valuu  may  be. 

The  rule  of  land  values  is  the  same  for  city 
property  and  farm  property.  The  value  of  the 
land  in  either  case  depends  upon  the  income 
that  can  be  derived  from  it;  the  income  is  not 
determined  by  what  has  been  paid  for  the 
land.  In  boom  times  people  frequently  over- 
estimate the  permanent  returns  from  all  kinds 
of  property  and  the  severity  of  periods  of 
reaction  is  largely  due  to  such  mistaken  ex- 
pectations. There  are  lands  adjacent  to 
cities  in  the  West  that  were  laid  out  as 
town  lots  prior  to  the  panic  of  1857,  and  never 
since  have  been  worth  what  they  sold  for  then. 
Land,  particularly  city  property,  in  certain  lo- 
cations, may  have  a  value  for  certain  purposes 
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which  it  does  not  have  for  any  other  purpose. 
For  a  merchant  to  attempt  to  govern  the  prices 
of  his  goods  by  his  rent  or  his  investment  in 
land  would  be  acting  upon  a  false  basis.  Nor 
docs  it  follow  because  one  merchant  pays 
higher  rent  than  another  that  his  prices  lor 
goods  are  higher;  high  rents  are  usually  for 
locations  where  a  large  volume  of  business  can 
be  done,  and  a  large  volume  of  business  makes 
it  possible  to  sell  on  a  smaller  percentage  of 
profit. 

The  policy  of  calculating  land  charges  upon 
the  share-rentals  instead  of  interest  on  esti- 
mated value  of  the  land  is  decidedly  preferable 
to  the  latter,  but  it  must  be  borne  in  mind  that 
the  share-rental  itself  is  a  fluctuating  quan- 
tity. Before  the  rise  of  prices  which  began 
about  twenty  years  ago,  it  was  one-third  of 
the  crop.  Nobody  will  pay  any  rent  for  land 
unless  he  thinks  there  is  a  chance  to  first  make 
fair  wages  by  tilling  it.  As  the  returns  in- 
crease the  rental  will  naturally  rise,  but  the 
rental  ts.  not  a  factor  in  the  cost  of  the  crop. 

We  have  had  numerous  comments  upon  the 
discussion  which  appeared  in  the  December 
Letter,  some  which  lay  emphasis  upon  the 
"monopoly  value"  of  land,  and  the  ability  of 
landholders  to  "exact"  high  prices  for  products. 
The  land-holder  has  as  little  to  say  about  the 
value  of  his  products  as  any  other  producer. 
More  than  almost  any  other  class  he  takes 
what  the  market,  governed  by  the  law  of  sup- 
ply and  demand,  allows  him. 

Of  course  the  fact  that  the  area  of  land 
is  limited,  and  that  some  locations  are  prefer- 
able to  others,  gives  a  certain  "monopoly 
value"to  land,  and  affects  the  prices  of  prod- 
ucts. This  is  the  operation  of  the  law  of 
supply  and  demand,  but  it  does  not  follow  that' 
consumers  would  be  better  off  if  all  land  val- 
ues were  confiscated.  The  area  of  land  would 
still  be  limited.  The  only  relief  to  the  pub- 
lic is  in  having  the  land  cultivated  with  the 
highest  possible  degree  of  cfi^iciency.  As  we 
have  frequently  stated,  consumers  will  be  best 
served  by  whatever  land  policy  results  in  the 
largest  annual  crops. 

Firancing  Highway  Construction. 

Mr.  Horace  C.  Sylvester,  Jr.,  Vice-President 
of  the  National  City  Company,  made  an  address 
before  the  eighteenth  annual  convention  of 
the  American  Road  Builders'  Association,  at 
Chicago,  on  February  12,  last,  upon  the  sub- 
ject of  "Highway  Finance,"  from  which  we 
make  a  few  extracts  touching  the  more  im- 
portant features  of  the  subject : 

Th"  first  principle  which  I  would  empha.slze  Is  that 
in  nnancinK  highway  construction,  money  borrowed 
should  be  repaid  as  soon  as  the  principal  and  Inter- 
est can  be  ralspd  by  taxation,  without  unreasonably 
burdeninc  or  oppresslnff  the  taxpayer.  ITndpr  pres- 
ent conditions,  it  is  lmpoi>8ihle  to  forecast  the  time 
When    reconstruction    and    rebuilding    will    be    re- 


qatr«d.  Before  that  time  arrives,  the  bonds  are  obli- 
catlons  Issued  to  Anance  the  original  construction 
should  have  been  retired.    •    •    • 

The  other  features  In  the  proper  and  successful 
flnanctng  of  highway  construction  are  those  which 
create  an  attractive  and  marlcotable  security  and  per- 
mit the  borrowing  of  money  on  the  cheapest  and  low- 
cat  terms.      •      •      • 

The  next  unit  In  road  construction  In  order  of 
Importance,  is  the  County.  County  bonds  approach 
the  State  bonds  in  security  and  desirability,  and  are 
a  much  better  security  and  much  more  attractive  to 
Investors  than  the  bonds  of  a  township  or  district. 

Finally  come  the  bonds  of  a  township  or  dis- 
trict. These  are  good  securities,  but  the  rate  of  In- 
terest is  higher  than  the  rate  on  bonds  which  may  be 
Issued  by  cither  the  County  or  the  State. 

To  successfully  finance  highway  construction,  It 
is  my  opinion  that  highway  bonds  should  be  Issued 
by  a  State,  by  a  County,  or  by  a  District  or  Town- 
ship, and  should  be  paid  from  an  ad  valorem  tax 
which  is  authorized  to  be  levied  in  an  amount  suf- 
ncient  to  pay  the  bonds.  No  limit  should  be  placed 
upon  the  rate  of  tax  which  may  bo  levied.  If  such  a 
limit  be  imposed,  the  desirability  of  the  security  will 
be  affected,  the  rate  of  interest  will  be  increased,  and 
the    taxpayers   will    be    needlessly   burdened.     •     •     • 

While  a  security  based  upon  a  special  assessment 
may  bo  marketable,  the  price  paid  in  the  shape  of 
Interest  and  discount,  will  be  much  greater  than  in 
the  case  of  an  obligation  secured  by  an  ad  valorem 
tax.  This  will  be  the  case  where  the  bond  is  issued 
by  a  county  but  Is  payable  from  a  special  as.se.ssment, 
and  it  is  only  when  a  default  has  taken  place  in  the 
collection  of  a  special  assessment,  that  the  County 
can  be  compelled  to  pay  principal  or  interest.  Such 
an  obligation  Is  not  regarded  with  favor.  •  •  • 
They  can  only  be  placed  if  they  boar  a  hinh  rate  of 
interest,  and  many  times,  they  must  be  sold  at  a  dis- 
count. Frequently  they  are  issued  directly  to  con- 
tractors, who  have  bid  for  the  work,  knowing  that 
they  must  take  payment  in  this  form.  The  cost  of 
the  improvement  is  increased,  because  the  contractor 
BO  bidding  will  add  enough  to  absorb  any  discount 
at  which  he  will  be  obliged  to  sell  the  bonds.  The 
price  of  money  necessary  to  finance  an  improvement 
when  raised  in  this  way  will  be  great.  When  money 
may  be  borrowed  upon  a  general  oblig.ation  of  a  county 
at  say  five  per  cent  per  annum,  it  will  bo  found  neces- 
sary to  pay  six  per  cent  upon  a  special  assessement 
obligation  at  the  least.  Sometimes  the  special  as- 
sessment obligations  will  bo  disposed  of  to  the  ulti- 
mate investor  so  as  to  net  him  seven,  eight  or  nine 
per  cent  per  annum.  The  public  must  pay  this  return 
to  the  Investor  in  some  form  or  another. 

•  •  •  If  the  improvement  is  a  proper  case  for  a 
special  assessment  against  abutting  property,  or  even 
against  the  township  or  district,  such  special  assess- 
ment should  be  treated  simply  as  a  means  of  reim- 
bursing the  county,  with  which  the  borrower  will 
have  no  direct  concern.  The  special  asse.ssment 
should  be  regarded  simply  as  in  the  nature  of  an  addi- 
tional means  of  r.nising  money  or  more  eqult.ibly  dis- 
tributing the  public  burden  and  should  not  have  any 
relation  to  the  bond  or  debt,  except  such  as  arises 
from  the  fact  that  the  county  has  an  additional  re- 
source.    •     •     • 

Serial  Issues. 

The  advantages  of  a  serial  issue  as  compared  with  a 
flat  term  issue  are  numerous.  The  serial  Issue 
Immediately  absorbs  the  monies  raised  by  taxation 
to  pay  the  principal.  The  creation  of  a  sinking  fund 
is  rendered  unnecessary.  The  accumulation  of  large 
sums  In  the  city  treasury  In  the  name  of  a  sinking 
fund,  possibly  bearing  a  small  rate  of  interest,  whilst 
full  interest  is  payable  on  the  city's  debt,  is  avoided. 
The  serial  issue  automatically  conforms  to  the  prin- 
ciples of  economic  financing,  and  even  if  comp.ired 
to  cases  when  the  sinking  fund  Is  edlciently  admin- 
istered, results  In  a  s.ivlng  to  the  municipality. 

The  serial  method  by  dispensini;  with  a  sinking 
fund  avoids  the  danger  of  loss  from  improvident  or 
negligent  management  of  sinking  fund  monies,  or 
from  dishonesty  or  incompctenoy.  It  removes  the 
temptation  to  so  employ  l.nrge  sums  of  money  as  to 
further  personal  rather  thnn  public  aims,  and  if  con- 
sistently carried  out,  it  avoids  incurring  the  expenses 
for  the  management  of  a  sinking  fund. 
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But  a  further  and  much  greater  advantage  rests 
in  the  fact  that  if  a  serial  issue  be  made,  the  danger 
of  a  refunding  at  maturity  will  be  avoided. 

Keep  the  Buyer  of  Securities  in  Mind. 

In  financing  your  road  improvements,  I  urge 
upon  you  always  to  try  to  issue  a  security  which 
will  be  attractive  to  the  investor.  It  is  good  busi- 
ness for  the  county,  township  or  district.  It  is  also 
good  business  for  the  banker.  The  certainty  of 
payment  on  the  due  date  of  an  obligation  is  of  the 
essence  of  all  successful  business,  and  everything 
that  can  be  done  to  assure  the  investor  that  on  the 
day  stated,  the  amount  of  his  loan  will  be  repaid  to 
him,  will  tend  to  reduce  the  cost  of  the  loan  to  the 
borrower. 

Negotiating  the  Sale. 

The  sale  should  be  conducted  under  such  terms 
as  will  assure  a  fair  deal.  If  a  public  sale  be  had  the 
bids  should  be  received,  opened,  and  the  bonds 
promptly  awarded  under  conditions  which  will  ex- 
clude the  possibility  of  favoritism.  If  the  bonds  be 
sold  privately,  the  negotiations  should  be  so  con- 
ducted that  w^hen  the  purchaser  takes  delivery  of  the 
bonds,  he  will  not  find  that  the  county,  township  or 
district  has  already  offered  them  indiscriminately  to 
all  the  banking  houses  and  generally  shopped  around 
trying  to  obtain  a  purchaser.  No  person  likes  shop- 
worn goods,  and  bonds  which  have  been  privately 
offered  to  every  banker  or  Investment  dealer  by 
some  person  professing  to  act  on  behalf  of  the 
county,  township  or  district,  are  not  looked  upon 
with  favor  by  reputable  dealers. 

In  everything  that  is  done,  the  best  policy  is  to 
place  the  interests  of  the  county,  township  or  district 
first.  Reputable  bankers  and  dealers  wish  a  security 
which  is  beyond  sjisplclon  and  prefer  dealing  that  is 
open  and  above  board,  and  so  long  as  they  are 
squarely  treated  in  the  sale  of  bonds,  no  reputable 
banker  or  dealer  will  complain  merely  because  the 
Interests  of  the  public  are  carefully  protected. 

Bond  Market 

There  was  a  distinct  letup  in  new  financing 
during  the  month  which  has  assisted  mate- 
rially in  clearing  the  market  of  undigested 
portions  of  the  many  issues  which  were  pub- 
licly offered  in  rapid  succession  during  the 
early  part  of  the  year.  The  latter  part  of  the 
month  there  was  noticeably  a  much  better  tone 
in  the  bond  market,  with  advancing  prices. 
This  was  especially  true  in  regard  to  foreign 
government  issues.  It  does  not  appear  now  as 
though  there  was  a  large  stock  of  securities  in 
the  hands  of  dealers,  and  the  let-up  of  new 
offerings  during  the  month  should  result  in  a 
better  distribution  of  recent  issues  and  tend  to 
place  the  market  in  a  position  for  further  ab- 
sorption of  new  securities. 

Following  is  a  list  of  the  more  important 
new  corporate  issues  offered  in  the  month  of 
March : 

$2,500,000  West  Virginia  Metal  Products  Corp-  7% 
Cumulative   Conv.    Pref.    Stock   at   par. 

1.000,000  Bird  &  Son.  Inc.,  East  V.'alpole,  Mass. 
8%  Cum.  Prior  Prcf.  Stock  at  100  &  divi- 
dend. 

1.2B0.OOO  Bradley  Co.  (Springfield.  Mass.)  8%  Cu- 
mulative   Pref.    Stock    at    100    &    dividend. 

1,400,000  Washington,  Baltimore  &  Annapolis  Elec- 
tric RR.  2-yr.  7%  Mortgage  &  Coll.  Trust 
Notes,  at  98.19  &  Int.,  to  yield  8%. 

1,600,000  Crowell  &  Thurlow  S.S.  Co.  1st  Mtge.  8% 
Serial  Gold  Bonds,  due  March  1,  1923-3:?.  at 
99H  &  Int,  yielding  from  8.05%  to  8  2%, 
according  to  maturity. 


2,000,000  Public  Service  Co.  of  Northern  Illinois  7H% 

Conv.  Gold  Debentures,  due  March  1,  193B, 

at  95   &   int. 
5,000,000  Sharon  Steel  Hoop  Co.  1st  Mtge.  20-yr.  S.  P. 

8s,    Series   A  at   100    &   int. 
2,500,000     Shawinigan  Water  &   Power  Co.   1st  Ref. 

Mtge.   S.  F.  6s,  due  July  1,  1950,  at  90%   & 

int.,  yielding  about  6%%. 
2,000,000U.   S.   Building   Material  Co.  of  Chicago   1st 

Mtge.   8%   Serial  Gold   Bonds,  due  Sept.  1, 

1921-Mar.   1.   1931,   at  par  &   int. 
5,000,000  Boston     Consolidated     Gas     Co.     1-yr.     7% 

Notes,  at  99%,  to  net  over  7%%. 
10,000,000  Cuban-American  Sugar  Co.  1st  Mtge.  Coll. 

8%  S.  P.  Gold  Bonds,  duo  Mar.  15,  1931,  at 

100   &  int. 
2,000,000  Fraser  Companies,  Ltd.  8%  Genl.  Mtge.  Gold 

Bonds,    Series   A.   due   Mar.   1,1941,   at   99   & 

int..  to  yield  8.10%. 
25,000,000  Humble  Oil  &  Refining  Co.  2-yr.  7%   Gold 

Notes,   at   99    &    int.,   to   yield   about   7.55%. 
4,000,000  Mount  Royal  Hotel  Co.,  Ltd.  8%  Conv.  De- 
bentures, at  100  &  int.  with  bonus  of  40% 

common    stock. 
1,000,000  Howard    Smith   Paper   Mills,   Ltd.    1st   Ref. 

Mtge.  S.  F.  7s,  due  Jan.  2,  1941,  at  82  &  int., 

yielding  8.82%. 
2,000,000  California-Oregon    Power    Co.    1st    &    Ref. 

Mtge.  S.  F.  7%%  Gold  Bonds.  Series  A,  due 

Feb.  1,   1941,  at  100   &  int.,  yielding  7%%. 
2,500,000  Los  Angeles  Gas  &  Electric  Co.  Gen.  &  Ref. 

Mtge.  7%  Gold  Bonds,  Series  A,  due  Mar.  1, 

1926,  at  981,4   &  int.,  to  yield  about  7.10%. 
2,000,000  (Rudolph)     Wurlitzer    Co.    Cincinnati,    8% 

Cum.  Prof.  Stock,  at  100  &  div. 
4,000,000  Abitibi   Power   &    Paper   Co.,    Ltd.,   Consol. 

Mtge.   8%   S.  F.  Gold   Bonds,   due  Mar.  15, 

1931,  at  par  &  int. 
2,500,000  Great  Western  Power  Co.  of  California  Gen- 
eral  Lien  Conv.  8%   15-yr.  Gold  Bonds,  at 

100  &  Int. 
1,260,000  Municipal  Gas  Co.,  Albany,  N.  Y.,  1-yr.  8% 

Gold  Notes,  at  100  &  Int. 

During  the  first  week  of  the  month  the 
United  States  Supreme  Court  announced  a  de- 
cision upholding  the  constitutionality  of  the 
Federal  Farm  Loan  Act  and  the  exemption  of 
the  bonds  from  Federal,  State  and  local  taxa- 
tion, and  it  is  expected  that  the  Farm  Loan 
Board  will  take  advantage  of  the  better  mar- 
ket which  has  developed  as  a  result  of  the 
above  mentioned  decision  to  offer  for  sale 
shortly  a  substantial  amount  of  P'arm  Loan 
Bonds. 

Financing  by  states  and  municipalities  was 
also  on  a  small  scale  during  the  month,  the 
more  important  issues  being: 

13,000,000  South  Carolina  6%  Notes,  due  1922,  price  te 
yield  6%%. 

1,250,000  Hidalgo  County  (Texas)  Water  Improve- 
ment Dist.  No.  2  6%  Coupon  Bonds,  due 
Dec.   1,   1921-49.   at  ??? 

2,600,000  Tarrant  County,  Texas,  6%  Road  Bonds,  due 
Oct.  10.  1924-50,  at  prices  to  yield  from  6% 
to  5.65%. 

1,000,000  Province  of  Manitoba  6%  5-yr.  Gold  Coupon 
Debentures,  at  90%,  to  yield  7%. 

$700,000  Brown  County.   Wis.,  5%  Road  Bonds,  due 

1922-41,  at  prices  to  yield  from  6%  to  5.40%. 

836,000  Casper,  Wyoming,  6%  Bonds,  due  10-30  yrs., 

at  par. 
850,000  Stearns    County,    Minn.,    6%    Court    House 
Bonds,  due  Mar.  1,  1926-41,  at  prices  to  yield 
6.50%-6.7B%. 

2,000,000  Province  of  British  Columbia  6%  6-yr.  De- 
bentures, at  basis  of  about  5.16%. 
760.000  Quebec  Roman  Catholic  School  Commission 
6%    10-yr.   Debentures,   at   basis   of   about 
8.16%. 
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General  Business  Conditions. 

THE  general  situation  as  to  trade  and 
industry  has  shown  some  further  iin- 
provement  during  the  past  month, 
although  the  fundamental  difficulty, 
which  is  the  disruption  of  the  price 
level  between  raw  products  and  manufactured 
goods  is  yet  far  from  overcome.  According  to 
government  reports,  the  level  of  the  principal 
farm  products  declined  5.6  per  cent  in  March, 
whereas  the  normal  movement  in  March  is  up- 
ward, and  over  the  last  ten  years  has  aver- 
aged 3.4  per  cent.  On  April  1  the  index  figure 
of  farm  products  was  58.3  per  cent  lower 
than  a  year  ago,  18.6  per  cent  lower  than  two 
years  ago  and  27.6  per  cent  lower  than  the 
average  on  April  1  of  the  past  ten  years.  Other 
primary  products,  such  as  lumber  and  the 
metals,  as  yet  have  made  no  recovery,  while 
on  the  other  hand  manufactured  products,  es- 
pecially at  retail,  freight  charges  and  personal 
services  generally,  have  made  no  correspond- 
ing decline.  Naturally  the  sale  of  manufac- 
tures has  fallen  off,  railway  trafiic  has  de- 
clined and  there  is  a  large  amount  of  un- 
employment. A  description  of  the  situation 
is  enough  to  explain  it,  for  agricultural  prod- 
ucts and  raw  materials  represent  the  purchas- 
ing power  of  about  one-half  the  population. 

Nevertheless,  there  is  bound  to  be  more  do- 
ing in  the  Spring  than  in  mid-Winter,  and  the 
industries  are  going  much  better  than  they 
were  three  months  ago.  The  automobile  in- 
dustry naturally  is  stimulated  by  Spring  and 
good  weather,  and  has  come  back  strong.  The 
tire  industry  has  revived,  and  one  of  the  big- 
gest tire  companies,  the  Goodyear,  which  was 
in  financial  difficulties  as  a  result  of  the  sud- 
den falling  of  business  in  the  face  of  big  in- 
ventories, has  been  successfully  refinanced 
and  started  on  its  way.  The  tife  industry  is  an 
important  factor  in  the  cotton-spinning  indus- 
try, and  the  mills  that  are  getting  busy  again 
on  tire  materials  are  no  longer  competing 
upon  other  cotton  fabrics.  Other  outdoor  ac- 
tivities are  having  similar  stimulating  effects. 
The  building  industry  is  the  one  that  should 
show  the  greatest  improvement,  as  there  is 
an  undoubted  shortage  of  houses  everywhere, 
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but  building  operations  are  held  in  check  by 
the  excessive  costs.  Wages  are  high  in  the 
building  trades,  and  materials  are  high  be- 
cause of  the  wage  costs  in  them  and  the  high 
cost  of  transportation,  which  in  turn  is  due  to 
the  wage  advances  to  railway  employes.  Brad- 
street's  report  of  building  permits  issued  in 
155  cities  in  March  showed  an  aggregate  of 
$118,439,947,  as  against  $145,923,799  in  March, 
1920.  Even  this  does  not  signify  that  all  of 
the  work  is  going  forward  at  once. 

Textiles  and  Shoes 

It  is  about  one  year  ago  that  price-cutting 
began  in  cotton  and  woolen  goods,  although 
the  silk  boom  culminated  earlier.  Goods  had 
been  ordered  on  a  large  scale  for  fall  trade, 
but  as  the  alarm  spread  the  orders  were  gen- 
erally cancelled.  The  same  was  true  of  shoes, 
and  buying  in  all  of  these  lines  has  not  been 
normal  since  then.  The  orders  were  not  re- 
instated. The  fall  season  was  practically 
skipped  so  far  as  the  mills  and  factories  were 
concerned,  while  dealers  worked  off  their 
stocks,  or  bought  in  small  lots  to  meet  imme- 
diate needs.  The  spring  trade  has  been  han- 
dled in  much  the  same  way,  the  buying  being 
relatively  light  and  from  hand  to  mouth,  al- 
though there  has  been  a  good  degree  of  revival 
in  mill  operations.  The  consumption  of  raw 
cotton  was  366.270  bales  in  January,  385,563 
bales  in  February,  and  437,933  bales  in  March. 
The  last  figure  compares  with  575,789  in 
March,  1920. 

The  shoe  industry  has  made  some  improve- 
ment, but  is  still  slow.  The  Endicott-Johnson 
Company,  of  Binghamton,  has  announced  a 
general  reduction  of  wages  of  20  per  cent,  from 
lowest  to  highest,  effective  May  1.  In  making 
the  announcement  the  president,  George  F. 
Johnson,  said  that  since  1914  the  wages  of 
the  employes  had  been  increased  140  per  cent, 
not  including  the  bonuses,  which  amount  to  87 
per  cent  more.  Therefore,  with  the  wage  re- 
duction effective,  the  employes  are  still  receiv- 
ing an  increase  of  more  than  100  per  cent  over 
1914,  while  the  cost  of  living  is  steadily  de- 
creasing. 
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Woolen   Goods  and   Clothing 

In  woolen  and  worsted  goods,  interest  now 
centers  in  business  for  fall  delivery,  and  the 
situation  is  vcr>'  good,  particularly  in  goods 
for  women's  wear.  The  manufacturers  have 
good  order  books,  but  the  memory  of  last  year 
abides  and  they  are  timlid  about  buying  the 
raw  materials,  for  fear  of  cancellations.  Their 
prices  are  at  little  better  than  cost,  and  they 
do  not  wish  to  take  chances.  For  this  reason 
the  movement  of  raw  wool  has  not  been  pro- 
portionate to  the  orders  for  cloth,  and  consid- 
erable purchases  of  wool  remain  to  be  made. 
The  clothing  trade  has  been  restricted,  but  is 
said  to  be  improving.  In  Chicago,  wages  in  the 
clothing  industry  have  been  arbitrated,  with 
the  result  that  a  reduction  of  10  per  cent  has 
been  agreed  to.  Arbitration  proceedings  are 
in  progress  at  Rochester,  an  important  cloth- 
ing center,  and  the  presentation  of  the  case 
by  the  manufacturers  states  that  the  actual 
number  of  garments  being  made  is  25  to  50 
per  cent  below  normal.  In  New  York,  a  strike 
in  the  clothing  industry  has  been  on  for  six 
months.  Ordinarily  about  $200,000,000  worth 
of  clothing,  of  the  cheaper  grade,  is  made  in 
this  city,  but  this  year  it  is  estimated  that  the 
curtailment  will  be  85  per  cent.  The  industry 
in  Boston  is  also  tied  up  in  a  strike. 

Cotton  Goods 

The  cotton  goods  market  has  been  very 
uneven  and  fitful  since  last  fall.  Perhaps  the 
most  encouraging  feature  of  late  has  been  a 
greater  degree  of  stability,  although  , prices 
generally  are  little  above  the  bottom  level  of 
the  depression.  The  print  cloth  market  re- 
mains steady  at  around  Gyic  for  38J^  in.,  64xG0, 
5.35's.  This  is  a  half  cent  up  from  the  low 
point  reached  by  these  goods.  There  is  a  little 
more  activity  in  coarse  yarn  merchandise. 

Amory,  Brown  &  Company,  the  largest 
manufacturers  of  cotton  blankets,  have  an- 
nounced the  price  on  their  line  for  the  fall 
season  at  40  per  cent  below  that  of  a  year  ago. 
The  same  house  has  named  18  cents  per  yard 
on  8  ounce  mitten  flannel,  which  sold  last  year 
at  45  cents  per  yard. 

Colored  goods,  such  as  ginghams,  outings 
and  other  semi-fancy  merchandise,  are  moving 
very  well,  but  the  finer  goods,  such  as  cotton- 
and-silks.  high  priced  voiles  and  lawns,  are  in 
an  unsatisfactory  position.  It  is  said  that  re- 
tail prices  upon  these  have  not  been  reduced 
enough  to  attract  the  public. 

The  news  from  the  British  cotton  goods  in- 
dustry about  the  1st  of  April,  was  more  en- 
couraging, but  the  coal  strike  has  given  it  a 
set-back. 

The  silk  goods  industry,  which  started  up 
very  well  a  month  or  two  ago  is  doing  well, 
and  prices  have  advanced  slightly.  Raw  silk  is 
still  on  about  the  basis  fixed  by  the  Japanese 


pool,  to  which  the  government  has  lent  some 
financial  support. 

Generally  speaking  retail  trade  in  large 
cities  is  reported  good,  which  emphasizes  the 
falling-off  in  the  rural  districts. 

Iron  and  Ste«l 

The  iron  and  steel  situation  is  quiet,  with 
demand  light,  and  no  developments  of  im- 
portance since  the  United  States  Steel  Cor- 
poration announced  its  reductions.  The 
smaller  producers  are  making  practically  no 
profit  from  present  operations,  and  are  not 
disposed  to  cut  prices  further  at  a  time  when 
they  see  little  prospect  of  stimulating  the  de- 
mand. The  big  corporation  is  very  deliberate 
in  its  policies,  and  especially  desirous  of  avoid- 
ing criticism  in  its  relations  with  labor.  It  is 
responsible  for  no  wage  reductions  as  yet,  al- 
though with  operations  curtailed  approxi- 
mately one-half  it  is  evident  that  wage  pay- 
ments are  very  much  lower  than  they  were. 
This,  however,  does  not  excite  criticism  like 
wage  rate  reductions,  and  the  management 
probably  is  of  the  same  opinion  expressed  by 
others,  that  price  reductions  at  this  time  would 
not  create  new  business.  The  reduction  of 
prices  in  any  one  line  usually  seems  to  the 
people  in  that  line  to  be  not  enough  in  itself 
to  change  the  general  situation.  They  are  all 
willing  to  change  after  the  others  do. 

The  Agricultural  Situation  and  Foodstuffs 

The  Winter  wheat  crop  is  still  looking  fine, 
promising  one  of  the  largest  yields  ever 
known.  The  Spring  sowing  of  all  grains  has 
been  somewhat  retarded  by  cold  weather  and 
snow,  but  the  soil  is  in  good  condition.  The 
acreage  under  cultivation  probably  will  be 
somewhat  reduced,  as  it  will  be  the  policy  of 
the  farmers  to  avoid  outlays  and  risks  in  their 
operations  this  year,  and  make  the  crop  as 
cheaply  as  possible.  New  crop  wheat  has  been 
contracted  in  Chicago  at  slightly  above  $1.00 
per  bushel.  Flour  trade  is  light  on  account  of 
the  declining  wheat  market,  and  leading  bak- 
ers are  reducing  the  price  of  bread,  as  much, 
they  claim,  as  possible  without  reducing  wages 
in  that  industry. 

Butter  declined  further  during  the  month, 
and  the  prospects  are  that  the  supplies  put  into 
storage  will  be  large,  and  that  they  will  go  in 
at  about  pre-war  prices. 

The  price  of  refined  sugar  in  New  York 
which  in  January  advanced  to  7.35  cents  per 
hundred  pounds  has  been  undergoing  a  de- 
cline, and  at  the  close  of  April  was  quoted  at 
6.50  to  6.60.  The  financial  situation  in  Cuba  is 
bad  and  has  been  made  worse  by  a  strike  of 
the  employes  of  the  Cuba  railway,  which  stops 
the  movement  of  sugar,  and  will  shut  down 
some  of  the  centrals  for  want  of  storage  facili- 
ties. 


The  general  outlook  for  the  crops  at  this 
time  indicates  a  favorable  year  and  supplies 
of  foodstuffs  ample  for  the  wants  of  the  coun- 
try. The  South  will  be  more  nearly  self-sup- 
porting in'  this  respect  than  has  been  usual 
in  the  past. 

Considerable  damage  has  been  done  to  fruit 
mainly  in  the  latitude  of  Tennessee,  by  the  late 
freezing  storms. 

The  cotton  market  has  been  a  little  better, 
on  the  strength  of  increased  consumption  in 
this  country  and  some  encouraging  news  from 
England.  Exports  of  raw  cotton  in  March 
were  375,180  bales,  against  794,460  bales  in 
March,  1920.  Cotton  planting  has  been  de- 
layed in  the  South  by  unfavorable  weather,  and 
it  is  too  early  to  determine  definitely  what 
the  acreage  will  be,  but  common  opinion 
among  those  well  informed  is  that  the  reduc- 
tion in  acreage  and  in  fertilizer  purchases  in- 
dicate a  reduction  of  30  to  40  per  cent  in  the 
crop.  Sales  in  Southern  markets  are  running 
at  about  11  to  11.50  cents  per  pound. 

The  Question  of  Wages  and  Prices 

It  is  evident  on  every  hand  that  the  depres- 
sion which  exists  is  due  to  the  unbalanced  state 
of  industry,  as  regards  the  compensation  re- 
ceived by  important  bodies  of  people.  A  great 
portion  of  the  population  suddenly  has  lost  a 
large  part  of  its  purchasing  power,  and  no 
longer  is  able  to  buy  the  products  of  the  other 
industries  as  it  has  been  accustomed  to  do. 
The  people  in  the  other  industries,  employers 
and  employes  alike,  seem  to  have  no  definite 
idea  about  what  has  happened  to  them,  but 
are  sitting  around,  trying  to  cheer  each  other 
up,  and  watching  the  skies  for  better  weather. 
They  say  that  this  is  a  country  of  wonderful 
resources,  that  it  is  bound  to  go  ahead,  that 
anybody  who  is  a  bear  on  the  United  States 
will  go  broke,  etc.,  etc.  They  are  sure  it  will 
go  ahead,  because  it  always  has,  and  in  this 
they  are  undoubtedly  right,  but  if  we  all  un- 
derstand the  conditions  which  must  exist  be- 
fore it  goes  ahead,  we  may  help  to  bring  them 
about. 

The  first  thing  is  to  consider  the  position  of 
the  farmer,  not  as  a  matter  of  sympathetic 
interest  but  to  see  how  it  relates  to  the  gen- 
eral situation.  To  be  specific  we  might  take 
the  case  of  the  cotton-grower,  who  is  now 
getting  about  the  same  price  for  his  cotton 
that  he  did  before  the  war.  His  cotton  is 
shipped  away  upon  a  railroad  whose  charges 
are  more  than  50  per  cent  higher  than  before 
the  war,  and  whose  employes  are  getting  more 
than  100  per  cent  higher  wages  than  at  that 
time,  to  a  mill  whose  employes,  notwithstand- 
ing recent  reductions,  are  getting  100  per 
cent  higher  wages  than  before  the  war; 
the  coal  consumed  in  transportation  and  in  the 


manufacture  of  cloth  costs  twice  as  much  as 
before  the  war,  because  wages  and  other  min- 
ing expenses  are  twice  as  high  as  then ;  the 
cloth  is  made  into  clothing  by  labor  which  re- 
ceives twice  as  much  as  before  the  war;  and 
finally,  with  various  other  expenses  and  profits 
added  with  a  like  percentage  of  inflation,  the 
cotton  garment  comes  back  over  the  railroad, 
and  is  offered  for  sale  to  the  cotton  grower. 
The  rest  of  the  farming  community  is  in  the 
same  situation  as  to  income  as  the  cotton- 
grower.  Is  it  any  wonder  that  the  market 
for  cotton  goods  has  fallen  off,  or  that  the 
decline  is  principally  in  the  rural  trade? 

Compare  the  price  that  a  farmer  gets  for 
the  hide  of  an  animal,  with  the  price  he  must 
pay  for  a  pair  of  shoes,  and  contemplate  the 
statement  on  page  one  from  Mr.  Johnson,  of 
the  Endicott-Johnson  Shoe  Company,  relative 
to  wages  in  the  shoe  industry. 

When  will  trade  revive  ?  What  does  "trade" 
mean? 

There  has  been  no  such  dislocation  of  ex- 
change relations,  either  between  countries,  or 
between  industries  within  this  country,  in  all 
the  past.  That  dislocation  must  be  corrected 
before  trade  can  be  restored  to  normal  pro- 
portions. Either  farm  products  and  raw  ma- 
terials must  rise  to  the  level  of  manufactures 
and  the  common  basis  of  wages,  or  the  latter 
must  come  down  to  the  level  of  the  farmer, 
or  they  must  meet  on  some  intermediate  level. 
The  fundamental  requisite  is  that  they  get 
together. 

Farm  products  and  raw  materials  are  re- 
lated to  world  markets,  and  there  is  no  reason 
to  believe  that  they  will  recover  former  levels. 
All  the  probabilities  are  against  the  restoration 
of  war  prices  in  time  of  peace. 

What  Constitutes  the  Cost  of  Living? 

The  next  thing  is  to  stop  talking  in  terms  of 
money  only,  when  compensation  is  concerned. 
The  labor  leaders  knew  better  than  that  when 
the  cost  of  living  was  rising;  why  not  recog- 
nize that  the  purchasing  power  of  money  is 
of  as  much  importance  when  it  is  rising  as 
when  it  is  falling?  And  why  not  recognize 
that  the  wages  paid  in  every  industry  are  a 
factor  in  the  cost  of  living  of  all  the  wage- 
earners  ? 

The  labor  leaders  are  arguing  before  the 
Railroad  Labor  Board  against  what  they  are 
pleased  to  call  a  reduction  in  the  standard  of 
living  for  railroad  employes,  but  the  wages 
they  are  contending  for  are  having  the  effect 
of  reducing'  the  standard  of  living  for  millions 
of  other  people,  and  of  dislocating  the  relation 
of  transportation  to  other  fundamental  in- 
dustries, besides  reducing  the  transportation 
industry  itself  to  a  state  of  ruin  and  depriving 


about  25  per  cent  of  the  railroad  employes  of 
their  jobs. 

Mr.  C.  M.  Schwab  stated  recently  that  a  few 
years  ago  it  was  possible  to  make  iron  at  $14 
per  ton  at  a  profit,  and  that  now  the  clement 
of  freight  charges  alone  amounted  to  $14  per 
ton.  And  this  raises  a  question  as  to  how 
much  present  wages  in  the  iron  and  steel  in- 
dustry have  to  do  with  railroad  costs. 

In  the  case  of  wages  in  the  clothing  industry, 
recently  arbitrated  in  Chicago,  the  arbitrator 
held  that  it  would  not  be  fair  to  redyce  them 
more  than  10  per  cent,  because  the  cost  of  liv- 
ing had  declined  only  about  that  amount.  The 
dispute  in  the  packing  industry  was  settled  on 
about  the  same  basis  in  March.  Of  course,  if 
wages  had  come  down  a  little  more  in  the 
packing  industry  it  would  have  made  proper 
a  little  larger  reduction  in  the  clothing  indus- 
try, and  together  they  would  have  made  pos- 
sible a  reduction  in  the  baking  industry,  and  in 
the  cost  of  delivering  milk,  ni  the  making  of 
shoes  and  newspapers,  in  railway  wages  and 
freight  charges,  in  wages  and  prices  in  the  steel 
industry,  the  pay  for  mining  coal,  etc.,  and  by 
this  time  it  would  be  in  order  to  begin  again 
with  the  packing  employes  and  clothing- 
makers. 

Broadly  speaking,  wages  and  the  cost  of 
living  should  and  do  come  down  together,  but 
how  long  will  it  take  under  this  deliberate 
method,  with  everybody  doing  the  Alphonse 
and  Gaston  act,  to  get  industry  back  into  bal- 
ance, and  provide  everybody  with  work? 

At  a  recent  convention  of  New  England  cot- 
ton goods  manufacturers  it  is  reported  that 
sentiment  was  opposed  to  further  wage  reduc- 
tions, first,  because  they  probably  would  be 
absorbed  by  retailers,  who  have  not  yet  given 
consumers  the  full  benefit  of  past  reductions ; 
and,  second,  because  it  would  not  be  fair  to 
reduce  skilled  cotton  operators  to  wages  be- 
low those  of  carpenters,  bricklayers,  plumbers 
and  others  in  the  building  trades. 

Ignoring  the  Alain  Fact 

Meanwhile  the  economic  law  is  not  waiting 
on  anybody.  It  got  to  work  promptly,  with 
the  result  that  wages  have  been  reduced  al- 
ready! According  to  a  survey  by  tlie  Bureau 
of  I^abor,  Washington,  about  3,500,000  persons 
in  the  ranks  of  the  wage-workers  are  out  of 
employment  and  not  getting  any  wages  at  all. 
What  is  the  good  of  laying  so  much  stress 
upon  the  relation  between  nominal  wages  in 
the  cotton  goods  industry  and  the  building 
trades,  when  there  is  so  large  a  percentage  of 
idleness  in  both?  It  is  the  amount  of  money 
in  the  pay  envelope  that  really  counts. 

The  United  States  Chamber  of  Commerce 
has  conducted  an  extensive  inquiry  to  learn  by 
what   method  the   industries   generally   were 


meeting  the  falling  oflF  of  demand  for  their 
products.  Were  they  reducing  wage  rates  or 
laying  off  employes?  The  replies  show  that 
much  the  larger  number  were  adopting  the  lat- 
ter plan,  although  many  were  also  making 
moderate  rate  reductions.  Cutting  down  the 
force  causes  less  friction  with  the  labor  or- 
ganizations, because  it  is  assumed  that  the 
force  will  be  soon  restored,  and  they  wish  to 
hold  the  ground  they  have  gained.  That  may 
be  good  policy  under  ordinary  conditions,  but 
it  does  not  meet  this  situation,  which  requires 
a  general  readjustment  of  relations  after  the 
most  profound  disturbance  ever  known. 

Keeping  Up  Costs 

The  trouble  is  that  aggregate  wage-pay- 
ments have  been  enormously  reduced  without 
accomplishing  anything  toward  restoring  the 
balance  between  the  industries.  The  loss  of 
wages  and  production  is  sheer  waste.  The 
cost  of  production  in  all  the  industries  th;it 
have  laid  off  workers  without  reducing  wage 
rates  is  as  high  as  it  was  before,  and  prohibits 
the  expansion  of  consumption.  It  keeps  up  the 
costs  of  living  to  all  those  who  have  had  to 
take  reductions  in  their  own  compensation  and 
to  those  who  are  out  of  work  as  well  as 
to  those  who  are  fortunate  enough  to  be  em- 
ployed. It  holds  the  situation  in  a  deadlock, 
except  as  it  slowly  and  inevitably  gives  way 
under  the  pressure  of  grim  necessity. 

Freight  rates  are  so  high  that  traffic  is  di- 
verted into  new  channels.  The  movement 
through  the  Panama  Canal  has  been  much 
stimulated.  California,  Oregon  and  Washing- 
ton fruits  are  coming  that  way.  Copper  mined 
in  Montana  has  come  around  that  way,  and 
the  United  States  Steel  Corporation  has  put  a 
ship  on  the  run  between  Mobile  and  Pacific 
Coast  points,  for  the  delivery  of  steel  products. 
Cotton  is  going  that  way.  Products  are  com- 
ing from  the  interior  to  the  Atlantic  Coast  by 
short  rail  hauls,  bound  for  the  Pacific  Coast  by 
water.  New  trade  zones  are  being  created, 
and  the  value  of  many  industrial  investments 
will  be  permanently  affected.  And  in  the  end 
the  loss  of  traffic  will  reduce  aggregate  pay- 
ments to  railroad  employes. 

The  wage  rate  for  mining  coal  is  very 
high,  and  the  cost  of  coal  is  a  serious  factor  in 
railroad  operating  costs,  and  this  again  in  all 
industrial  costs,  but  the  decline  of  industrial 
activity  puts  the  miners  on  part  time,  so  that 
they  fail  to  get  the  benefit  that  the  high  rates 
might  be  supposed  to  give  them.  The  high 
cost  of  building  operations  has  the  same  affect 
upon  the  building  trades. 

These  are  evidences  of  a  principle  running 
throughout  all  our  economic  relations.  They 
are  signs  that  those  relations  are  not  deter- 
mined at  last  by  the  mere  strength  and  bar- 


gaining  power  of  the  different  elements  in  so- 
ciety, but  that  there  is  a  normal  balance  and 
relationship  under  which  all  groups  and  classes 
prosper  best  together. 

Financial  Conditions. 


The  money  market  has  developed  signs  of 
increasing  ease  during  the  past  month.  The 
position  of  the  Federal  reserve  banks  has  not- 
ably improved  and  there  are  symptoms  of  a 
return  of  competitive  conditions  among  the 
member  banks.  They  are  no  longer  quite  so 
fully  confined  to  taking  care  of  the  wants 
of  their  own  customers.  This  is  indicated  by 
a  greater  movement  of  commercial  paper  and 
an  easing  of  the  rates.  The  rate  is  generally 
TY2  per  cent,  with  a  few  exceptional  names 
offering  at  7. 

The  rate  on  call  money  has  been  fluctuating 
between  6  and  7  per  cent.  The  amount  em- 
ployed is  comparatively  small,  and  mainly 
from  industrial  corporations  and  out  of  town 
sources. 

Importations  of  gold  have  been  very  heavy, 
aggregating  over  $200,000,000  on  balance  since 
the  first  of  the  year.  The  gold  holdings  of 
the  Federal  reserve  banks  on  April  27  were 
$2,317,569,000,  which  compares  with  $1,936,- 
720,000  a  year  ago,  and  is  $116,000,000  above 
the  high  mark  of  previous  years,  which  was 
on  June  6,  1919. 

It  is  natural  that  any  loose  gold  in  the  world 
should  flow  to  the  United  States  while  ex- 
change rates  are  as  present,  but  inasmuch  as 
an  embargo  upon  gold  exports,  except  as  to 
new  production,  exists  in  most  countries,  there 
is  some  mystery  as  to  the  source  of  this  great 
supply.  The  most  plausible  explanation  is 
that  much  of  it  comes  primarily  from  Russia, 
whose  stock  will  not  last  forever. 

Influence  of  Gold  Imports 

This  gold  undoubtedly  is  a  factor  in  easing 
the  credit  situation,  but  principally  because  it 
comes  here  in  payment  for  something.  It  is 
not  being  used  as  the  basis  of  credit,  and  is 
not  needed  for  that  purpose,  for  the  volume  of 
loans  is  declining,  and  the  business  public  is 
in  a  mood  to  pay  debts  and  get  square  with 
the  world  again,  rather  than  make  new  loans. 
The  new  gold  goes  to  the  United  States  Assay 
office,  and  eventually  lands  in  the  reserve 
banks,  increasing  the  percentage  of  reserves. 
It  is  a  good  asset  and,  as  indicated  above,  its 
coming  in  payment  for  products  is  beneficial, 
but  it  would  be  better  if  we  were  taking  our 
pay  in  good  securities,  drawing  interest,  in- 
stead of  a  dead  asset.  It  should  not  be  for- 
gotten for  a  moment  that  there  is  peril  to  any 
country  in  receiving  a  larger  share  of  the 
world's  gold  than  it  can  expect  to  hold  under 
normal  conditions.    There  is  no  profit  in  hold- 


ing it  idle,  and  there  is  no  safety  in  employing 
it  as  the  basis  of  credit,  because  sooner  or 
later  it  will  have  to  go  and  then  the  whole 
credit  structure  resting  upon  it  must  be  re- 
adjusted. 

It  is  true  that  there  is  no  prospect  of  gold 
exports  at  an  early  day,  but  somehow  the 
world  must  get  back  into  balance  or  there  will 
be  no  prosperity  for  any  country.  The  people 
who  think  we  can  go  ahead  and  get  up  a  fine 
boom  for  ourselves  on  the  basis  of  these  gold 
imports  are  the  same  kind  of  people  who  were 
thinking  one  year  ago  that  the  cycle  of  rising 
wages  and  prices  could  go  on  forever.  They 
never  would  be  ready  to  give  up  the  gold  (and 
readjust  credit)  once  they  had  it  in  use.  Some 
of  them  wanted  the  United  States  to  suspend 
gold  exports  about  one  year  ago. 

Discount  Rates 

The  Bank  of  England,  which  raised  its 
discount  rate  to  7  per  cent  about  a  year  ago, 
when  the  Federal  Reserve  Bank  of  New  York 
and  other  reserve  banks  took  similar  action, 
'  reduced  its  rate  on  the  28th  ult.  to  6J/2  per 
cent.  The  Boston  Reserve  Bank  reduced  its 
rate  to  6  per  cent  on  April  15.  Conditions  in 
that  territory  became  relatively  easy  some 
time  ago,  and  the  Boston  bank  has  been  lend- 
ing largely  to  the  reserve  banks  in  the  South 
and  West.  There  is  a  desire  to  make  condi- 
tions as  easy  as  possible  for  the  agricultural 
districts,  where  conditions  are  very  tight,  but 
without  encouraging  a  revival  of  the  specula- 
tive conditions  which  have  been  the  real  cause 
of  the  stringency.  The  rate  of  interest  for 
capital  is  governed  at  last  by  the  relation  be- 
tween real  capital  and  the  amount  of  credit 
which  is  sought  to  be  used  as  a  substitute  for 
capital.  The  latter  has  been  unduly  large 
ever  since  the  war  got  well  under  way.  The 
rate  of  interest  of  the  reserve  banks  must  be 
related  to  the  actual  credit  situation. 

Most  of  the  banks  are  still  encumbered  with 
a  mass  of  indebtedness  representing  govern- 
ment war  expenditures  and  the  speculative 
ventures  of  the  war  period  and  the  two  years 
following.  These  loans  do  not  represent  cor- 
responding assets  in  the  business  of  the  coun- 
try and  the  banks  will  not  be  in  normal  con- 
dition until  they  are  worked  off. 

The  Railroad  Situation. 

The  Railroad  Labor  Board  made  short  work 
of  the  national  wage  agreements,  after  hearing 
the  evidence.  It  dispensed  with  arguments 
and  ordered  the  agreements  abrogated  as  of 
July  1,  next,  directing  that  in  the  meantime 
agreements  be  negotiated  between  the  indi- 
vidual roads  and  their  employes.  This  is  the 
action  contended  for  by  the  railroad  com- 
panies, with  a  view  to  attacking  the  burden- 


some  classifications  and  other  conditions  which 
they  inherited  from  Government  control.  A 
notable  feature  of  the  Board's  decision  was  a 
draft  of  general  principles  which  it  laid  down 
for  the  purpose  of  indicating  to  the  contract- 
ing parties  the  conditions  which  the  Board 
will  require.  They  are  generally  regarded 
as  excellent  and  if  the  Board  is  successful 
in  establishing  them  as  the  standard  of  con- 
duct in  the  operation  of  the  railroads  it  will  be 
one  distinct  achievement  to  the  credit  of  the 
Esch-Cummins  law.  The  principles  are  as 
follows : 

1.  An  obligation  rests  upon  both  sides  to  render 
honest,  efttcient  and  economical  service. 

2.  Both  parties  are  enjoined  to  conduct  themselves 
so  as  to  promote  the  essential  spirit  of  co-operation. 

5.  Rules  will  not  be  subversive  of  necessary  dis- 
cipline. 

4.  Right  of  employes  to  organize  for  lawful  ob- 
jects shall  not  be  denied  or  obstructed. 

6.  Managements  shall  agree  to  the  right  of  such 
organizations  to  act  through  representatives  of  their 
own  choice,  whether  employes  of  a  particular  carrier 
or  not. 

6.  Neither  side  shall  discriminate  against  union  or 
non-union  men. 

7.  Management  shall  agree  to  right  of  men  to  be 
consulted  prior  to  a  decision  adversely  affecting  their 
wages,  through  representatives  of  a  majority  of  em- 
ployes of  any  given  class. 

8.  No  employes  shall  be  disciplined  without  a  fair 
hearing,  but  may  be  suspended  pending  a  prompt 
bearing. 

0.  Proper  classification  of  employes  and  deflnltion  of 
work  done  by  each  class  is  necessary,  but  shall  not 
unduly  impose  uneconomical  conditions  on  carriers. 

10.  Regularity  of  hours  or  days  during  which  the 
employe  is  to  serve  or  hold  himself  in  readiness  to 
serve  Is  desirable. 

11.  Principle  of  seniority  is  sound  and  should  be 
adhered  to,  without  unduly  impairing  the  service. 

12.  The  board  approves  of  the  principle  of  the 
eight-hour  day,  but  believes  it  should  be  limited  to 
work  requiring  practically  continuous  application  dur- 
ing eight  hours.  For  eight  hours'  pay  eight  hours'  work 
should  be  performed  by  all  railroad  employcj  except 
engine  and  train  service  employes,  regulated  by  the 
Adamson  Act,  who  are  paid  generally  on  a  mileage 
basis  as  well. 

13.  Health  and  safety  of  employes  should  be  reason- 
ably protected. 

14.  Opportunities  to  learn  any  craft  or  occupation 
shall  not  be  unduly  restricted. 

16.  Majority  of  any  craft  or  class  of  employes  shall 
have  the  right  to  determine  what  organization  shall 
represent  such  craft  or  class  and  such  organization 
shall  have  the  right  to  make  an  agreement  which 
shall  apply  to  all  employes  in  such  craft  or  class. 

16.  Employes  called  or  required  to  report  for  work 
and  reporting  but  not  used  should  be  paid  reasonable 
compensation. 

The  representatives  both  of  the  companies 
and  of  the  employes  have  expressed  their  sat- 
isfaction with  this  platform.  It  remains  to  be 
seen  how  readily  they  will  agree  in  interpre- 
tating  it. 

The  action  of  the  Board  is  the  most  encour- 
aging of  recent  developments.  An  important 
reduction  of  expenses  should  result  from  the 
simplification  of  the  working  agreements,  and 
the  Board  will  now  take  up  the  question  of 
wage  rates. 


A  Senate  Inquiry 

The  United  States  Senate  has  adopted  a 
resolution  offered  by  Senator  Cummins,  pro- 
viding for  an  inquiry  into  the  railroad  situa- 
tion, including  the  reasons  for  the  high  oper- 
ating costs,  influence  of  increased  charges,  ef- 
ficiency of  management  and  of  labor,  and 
best  means  of  bringing  about  a  reduction  of 
freight  and  passenger  rates. 

While  most  people  think  the  cause  of  the 
railroad  emergency  is  in  plain  sight,  it  is 
doubtless  well  to  have  an  official  inquiry  held, 
for  the  sake  of  clearing  up  some  of  the  loose 
talk  that  has  been  current  on  the  subject. 

An  "economist"  representing  the  brother- 
hoods has  been  occupying  considerable  space 
in  the  newspapers  with  charges  against  the 
railroad  managements.  Even  if  they  were  all 
true  they  would  not  justify  the  payment  of 
wages  out  of  all  proportion  to  those  paid  in 
other  occupations  for  services  no  more  ardu- 
ous or  difficult  in  the  same  territory.  The  pub- 
lic is  interested  in  the  elimination  of  unneces- 
sary expenses  of  every  kind,  and  the  "econo- 
mist" in  question  doubtless  will  have  an  op- 
portunity to  substantiate  his  allegations  before 
the  committee.  If  they  are  substantiated,  the 
public  will  give  him  credit  for  his  discov- 
eries, but  it  will. want  to  deal  with  excessive 
wages  just  the  same.  It  should  be  obvious, 
however,  when  the  roads  in  the  aggregate  are 
barely  making  operating  expenses  without  in- 
cluding interest  or  dividends  that  it  is  not  the 
exactions  of  capital  that  arc  making  rates  high. 

Position  of  Railroad  Owners 

The  talk  to  the  effect  that  the  Esch-Cum- 
mins act  is  a  failure  is  unwarranted.  It  has  laid 
down  a  sound  general  principle  of  rate-making 
for  the  guidance  of  the  Interstate  Commerce 
Commission,  viz. :  that  charges  should  be  so  ad- 
justed as  to  produce  a  fair  return  upon  the  ac- 
tual value  of  the  aggregate  property  employed 
in  the  transportation  service,  and  named  SJ/j 
per  cent  for  the  first  two  years.  It  is  true  that 
owing  to  the  high  cost  of  operations  together 
with  the  general  reaction  in  business,  the  new 
rates  have  not  produced  the  return  contem- 
plated; and  it  is  also  true  that  some  of  the 
rates  adopted  have  had  the  effect  of  dimin- 
ishing traffic.  But  that  does  not  prove  that 
the  principle  laid  down  in  the  act  is  unsound. 
There  is  no  getting  away  from  the  principle 
that  the  railroads  must  earn  and  pay  the  cost 
of  operating  them.  The  present  situation 
merely  emphasizes  the  necessity  of  reducing 
operating  costs.    That  issue  must  be' faced. 

After  all  unnecessar)'  expenses  are  elimi- 
nated, the  public  will  have  to  pay  the  remain- 
ing costs,  if  they  want  to  have  railroad  service, 
because  nobody  will  supply  capital  for  oper- 
ating railroads  at  a  loss.  Business  will  have 
to  pay,  or  adjust  itself  to  getting  along  with- 


out  railroads,  as  they  do  in  China.  The  prob- 
lem will  not  be  solved  by  repealing  the  Esch- 
Cummins  law,  and  abandoning  the  idea  of  pay- 
ing 5J4  per  cent  interest  upon  the  capital  in- 
vested in  railroads.  The  fact  is  that  no  rail- 
road is  able  to  get  any  new  capital  at  so  low  a 
rate  as  5J4  per  cent,  and  without  new  capital 
the  roads  will  go  into  bankruptcy  and  the 
service  will  steadily  deteriorate.  The  Great 
Northern — Northern  Pacific  issue  of  bonds 
just  now  being  refunded  carried  4  per  cent  in- 
terest, but  the  new  issue  pays  6J^,  besides 
higher  costs  in  placing  them. 

Of  course  it  may  be  said  that  this  does  not 
settle  the  matter,  because  the  roads  may  not 
make  earnings  to  pay  the  interest  charge,  but 
if  railroad  credit  is  destroyed  there  will  be 
no  new  capital  to  make  the  improvements  that 
are  constantly  required  and  which  amount  to 
hundreds  of  millions  of  dollars  per  year. 

It  may  be  said  that  the  Government  will 
take  over  ihe  roads  and  operate  them,  but 
nothing  is  more  certain  than  that  operating 
expenses  would  increase  under  Government 
management,  and  the  deficit  would  be  greater 
than  ever.  The  Government  might  make  up 
the  deficit  by  taxation,  but  this  would  absorb 
capital  needed  for  industrial  development,  with 
the  result  that  there  would  be  continuous  un- 
employment in  industry  and  that  business  of 
all  kinds  would  be  depressed.  It  all  comes  to 
the  same  thing:  one  way  or  another  the  cost 
of  transportation  must  be  paid,  and  there  is  no 
better  way  than  by  charging  it  directly  to  the 
traffic,  keeping  the  expenses  as  low  as  possible. 

What  Does  the  "auaranty"  Mean? 

While  the  talk  of  repealing  the  Esch-Cum- 
mins  act  is  most  unwise,  it  is  probable  that 
readjustments  are  required  in  the  rate  sched- 
ules. Certain  rates  have  been  voluntarily  re- 
duced already,  upon  the  initiative  of  the  rail- 
roads. They  are  not  interested  in  rates  that 
prevent  shipments,  but  in  rates  that  yield  the 
largest  net  revenues. 

There  is  no  guaranty  of  a  5J4  per  cent  re- 
turn, either  to  the  roads  individually  or  in 
the  aggregate ;  that  is  obvious,  for  they  are  not 
getting  it.  If  it  cannot  be  earned  the  roads 
cannot  get  it. 

One  of  the  most  irrational  statements  in 
connection  with  this  whole  question  is  the 
assertion  that  the  railroads  have  been  made  a 
favored  class  of  property  by  reason  of  the  al- 
leged "guaranty."  "Why,  for  instance,"  it  is 
asked,  "should  not  the  Government  guarantee 
5yi  per  cent  upon  the  aggregate  value  of  farm 
property  ?" 

The  reason  is  that  the  Government  does  not 
interfere  at  all  with  the  income  of  farm  prop- 
erty— except  as  it  gave  a  minimum  guaranty 
upon  wheat  during  the  war,  and  incidentally 


it  may  be  said  that  quantities  of  wheat  were 
sold  above  the  guaranteed  price. 

The  primary  reason  why  the  Government 
exercises  supervision  over  railroad  charges  is 
to  limit  and  regulate  them  for  the  protection 
of  the  public.  The  owners  of  railroad  prop- 
erty are  not  permitted  to  charge  what  they 
please.  They  are  controlled  and  restricted  by 
governmental  authority,  and  at  times  this 
authority  has  been  exercised  so  illiberally  that 
the  public  turned  away  from  railroad  invest- 
ments, with  the  result  that  the  roads  fell  be- 
hind with  improvements  and  equipment,  and 
the  service  deteriorated.  It  was  for  the  pur- 
pose of  restoring  railroad  credit  and  attracting 
capital  to  railroad  investments,  that  the  Con- 
gress enacted  the  law  instructing  the  Inter- 
state Commerce  Commission  in  its  regulation 
of  railroad  charges  to  permit  earnings  of  5^4 
per  cent  on  the  actual  value  of  the  property. 
It  was  done  in  the  interest  of  the  public,  and 
as  a  pledge  and  assurance  that  in  exercising 
the  power  of  supervision  and  restriction  the 
public  authority  would  not  go  to  the  extent  of 
restricting  earnings  below  this  reasonable  re- 
turn. 

An  Obligation   Implied 

The  unregulated  industries  are  free  to  get 
what  they  can.  They  have  their  good  years 
and  poor  years,  and  free  play  for  the  exercise 
of  managerial  judgment.  An  industry  that  is 
restricted  in  its  earnings,  whose  charges  are 
fixed  by  an  authority  outside  of  itself,  is  on  an 
entirely  different  basis.  An  assurance  that 
the  restriction  will  not  be  carried  beyond  a 
certain  degree  is  a  fair  and  even  necessary 
compensation  for  the  freedom  it  surrenders. 
If  'not  expressed  it  is  always  implied,  or  no 
capital  would  voluntarily  enter  the  employ- 
ment. The  Esch-Cummins  act  merely  under- 
took to  make  the  understanding  more  definite 
for  the  benefit  of  all  concerned. 

The  owners  of  railroad  property  have  gone 
through  the  war  period  without  any  increase 
of  incomes  to  compensate  for  the  loss  in 
purchasing  power.  They  have  seen  the  capi- 
tal value  of  their  holdings  shrink,  in  many  in- 
stances verj'  seriously.  The  holder  of  4  per 
cent  bonds  has  continued  to  get  4  per  cent  on 
the  same  amount,  which  has  been  equivalent 
to  not  more  than  2  per  cent  of  pre-war  pur- 
chasing power.  The  holders  of  New  York 
Central  stock  have  continued  to  get  5  per  cent, 
the  holders  of  Pennsylvania  have  had  their 
dividends  cut  from  6  per  cent  to  4,  holders  of 
Chicago  and  Northwestern  have  had  theirs 
drop  from  7  per  cent  to  5,  while  the  holders  of 
Chicago,  Milwaukee  and  St.  Paul,  common 
and  preferred  alike,  have  been  deprived  of  any 
return.     These  are  examples. 

On  the  other  hand  the  employes  upon  the 
railroads  had  their  wages  raised  by  over  one 


hundred  per  cent,  the  farmers  sold  their  prod- 
ucts for  the  highest  prices  ever  known,  and 
for  several  years  these  prices  were  advancing 
ahead  of  the  cost  of  farming  operations.  Prac- 
tically every  industry  except  transportation 
had  its  earnings  adjusted  to  the  general  de- 
cline in  the  purchasing  power  of  money.  Even 
now  byi  per  cent,  if  actually  received,  would 
accomplish  no  such  adjustment. 

The  situation  is  not  simply  that  of  doing 
justice  to  investors  in  railroad  property ;  it  is  a 
question  of  finding  new  capital  to  maintain 
and  develop  the  railroad  service. 

British  Coal  Strike. 


The  coal  mines  of  Great  Britain,  which  had 
been  operated  by  the  Government  during  the 
war  and  since,  were  turned  back  to  the  owners 
on  April  1,  and  the  failure  of  owners  and  min- 
ers to  agree  upon  wages  brought  on  a  strike 
which  for  a  time  seemed  likely  to  cause  a  com- 
plete line-up  of  organized  labor  against  the 
Government,  and  put  the  stability  of  the  social 
order  to  the  supreme  test. 

Under  the  management  of  the  Government, 
and  to  obtain  the  largest  possible  production 
during  the  war,  the  earnings  of  all  the  coal  dis- 
tricts were  pooled  and  the  miners'  pay  was 
fixed  on  a  uniform  scale  throughout  the  coun- 
try. '  The  scale  was  advanced  from  time  to 
time  until  more  than  double  the  average  be- 
fore the  war.  Before  the  war  the  pay  was 
higher  in  some  districts  than  in  others,  be- 
cause of  differences  in  operating  conditions 
which  affected  mining  profits.  The  miners 
fared  much  better  under  Government  man- 
agement than  they  had  previously  and  the 
public  paid  much  more  for  coal.  The  miners 
were  unwilling  to  go  back  to  the  old  system 
of  separate  wage  scales  by  districts,  with  wage 
reductions  that  in  some  instances  were  very 
drastic,  and  the  owners  were  unwilling  to  pool 
their  earnings,  making  the  good  properties 
carry  the  poor  ones,  as  the  Government  had 
done.  The  only  way  this  could  be  done,  ap- 
parently, was  by  nationalization  of  the  mines, 
which  the  miners  wanted. 

Assuming  that  the  issue  could  be  settled 
only  by  nationalizing  the  mines,  here  was  a 
question  of  national  policy,  affecting  every- 
body, and  upon  which  under  democratic  insti- 
tutions everybody  would  have  a  right  to  a  say. 
The  miners,  however,  had  closed  the  mines 
and  were  confident  of  their  ability  to  enforce 
their  demands,  particularly  as  they  had  the 
support  of  the  Triple  Alliance,  which  included 
beside  themselves  the  railway  employes  and 
transport  workers.  It  looked  as  though  the 
country  would  be  not  only  without  coal  but 
without  the  regular  transportation  services. 

The  Government  remained  firm  in  refusal  to 
have  its  policies  dictated  in  this  manner,  but 
the  Premier,  Lloyd-George,  publicly  offered  to 


hold  a  regular  election  and  submit  the  question 
of  nationalizing  the  mines  to  popular  vote. 
Nothing  came  directly  of  this  offer,  but  it  may 
have  been  a  factor  in  what  followed. 

When  all  hope  of  averting  a  general  strike 
had  been  abandoned,  a  group  of  members  of 
Parliament,  acting  upon  their  own  motion, 
sent  first  for  the  committee  representing  the 
mine-owners,  and  then  for  Mr.  F/ank  Hodges, 
representing  the  miners,  to  learn  the  possibil- 
ity of  temporary  concessions,  pending  further 
consideration  of  the  main  issue.  Under  their 
questioning  Hodges  said  that  upon  certain 
conditions  the  miners  would  assent  to  a  post- 
poned consideration  of  the  principal  demand. 
Lloyd-George  accepted  the  conditions,  but  the 
miners  divided  upon  the  question  of  support- 
ing Hodges,  who  it  was  charged  had  exceeded 
his  authority.  The  railway  men  and  transport 
workers  apparently  eager  to  get  out  of  the 
situation,  declared  that  they  would  support 
the  miners  no  farther,  which  ended  the  threat 
of  a  general  strike,  to  the  great  disappoint- 
ment of  the  communistic  trouble-makers  in 
England. 

At  this  writing  the  miners  are  still  striking, 
and  as  the  mines  have  been  closed  nearly  one 
month,  many  industries  have  been  obliged  to 
close,  thousands  of  workers  have  been  forced 
into  idleness,  and  the  end  is  not  in  sight. 

Meaning  of  a  General  Strike 

The  miners  had  previously  exhausted  their 
strike  funds  and  many  of  their  families  are 
now  dependent  upon  public  charity.  Their 
strike  policy  disregards  the  right  of  the  public 
to  have  anything  to  say  in  the  settlement  of 
the  controversy,  but  they  look  to  the  public 
for  support,  on  the  theory  that  they  have  a 
valid  claim  on  it.  They  seem  to  overlook  the 
fundamental  principle  that  all  social  rights  and 
obligations  are  reciprocal.  They  resent  the 
idea  of  being  "starved  out,"  while  attempting 
to  starve  all  society  into  giving  them  their  own 
way. 

The  radicals  among  the  miners  are  denoun- 
cing the  other  labor  organizations  for  desert- 
ing them.  They  think  victory  was  assured  if 
only  their  allied  workers  had  stood  by  them. 
The  general  strike  is  the  master  scheme  in  the 
minds  of  all  revolutionaries.  They  are  eager 
for  it.  They  are  obsessed  with  the  idea  of 
bringing  all  society  to  its  knees.  It  is  the 
primitive  idea  of  having  your  own  way  by 
force,  which  mankind  is  slow  to  relinquish. 

They  assume  that  a  general  strike  would 
have  compelled  the  regularly  constituted 
authorities  to  give  way,  but  why  so?  Suppose 
all  industry  and  transportation  was  stopped 
and  the  importation  of  food  into  England  was 
brought  to  a  standstill :  it  would  be  a  great 
display  of  power,  but  who  would  suffer  and 
what  would  be  accomplished?    Society  would 
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be  reduced  to  a  state  of  anarchy,  but  nobody 
would  be  any  worse  .off  than  the  strikers  and 
their  families. 

The  authorities,  appalled  at  the  amount  of 
suffering  resulting,  might  yield,  or  the  popula- 
tion might  rise  in  desperation  and  overturn 
the  Government  in  order  to  have  the  terms  of 
the  strikers  accepted,  but  in  either  case  vio- 
lence would  triumph  and  orderly  Govern- 
ment through  the  ballot-box  would  be 
overthrown.  It  is  impossible  to  believe 
that  the  rank  and  file  of  the  labor  organ- 
izations desire  such  a  change.  It  is  more 
probable  that  any  seeming  approval  of  policies 
leading  to  it  is  prompted  by  sympathetic  de- 
sire to  aid  their  fellows  in  specific  demands, 
rather  than  by  any  settled  purpose  to  set  back 
the  civilization  of  the  world.  The  British  labor 
organizations  associated  with  the  miners  went 
to  the  brink,  and  turned  back. 

Their  responsible  leaders,  who  have  been 
broadened  by  studious  reading,  by  service  in 
Parliament,  by  contact  with  men  and  affairs, 
and  by  experience  in  dealing  with  factions 
within  their  own  organizations,  know  that  the 
welfare  of  the  working  millions  cannot  be 
promoted  by  going  back  to  the  rule  of  force. 
They  know  that  in  a  free  society  men  always 
will  differ  about  public  policies  and  that  the 
first  step  in  social  progress  consists  of  agree- 
ment that  all  differences  will  be  settled  by 
reasoning  together  and  taking  a  count  of 
heads,  majorities  to  rule. 

Labor  organizations  now  determine  when  a 
strike  shall  be  declared  by  taking  a  ballot,  but 
if  they  vote  to  destroy  popular  government  for 
the  nation,  and  seize  power  for  themselves  to 
the  exclusion  of  other  members  of  the  com- 
munity, how  long  will  it  be  before  factions 
within  their  own  organization  will  find  a  way 
to  seize  power  there? 

The  Rights  of  Groups  Against  Society 

The  questions  presented  by  the  British 
strike  are  fundamental  to  organized  society. 
They  will  have  to  be  settled  everywhere 
eventually  in  a  manner  consistent  with  the 
general  welfare.  It  must  be  always  borne 
in  mind  that  the  increasing  population  com- 
pels a  constantly  closer  and  more  effective 
organization  for  production  and  distribution. 
The  standard  of  living  will  depend  upon  in- 
creased command  over  the  natural  resources, 
improved  methods  and  greater  efficiency  in 
industry,  and  more  effective  organization  in 
the  general  exchange  of  commodities  and 
services. 

The  grand  purpose  of  the  combined  organi- 
zation is  to  supply  the  wants  of  the  popula- 
tion. ^Therc  must  be  specialization  wherever 
it  will  lead  to  greater  knowledge  or  skill,  and 
in  any  way  produce  better  results.  This  means 
that  there  must  be  a  high  degree  of  coopera- 


tion and  mutual  dependence  between  all  the 
factors  in  the  organization,  and  this  means 
reciprocal  rights  and  obligations.  Neither  in- 
dividuals nor  groups  of  them  have  any  stand- 
ing in  talking  about  their  own  rights  unless 
they  are  willing  to  have  them  considered  in 
connection  with  the  rights  of  the  rest  of  the 
community.  There  is  no  occasion  to  assert  or 
define  our  rights  except  as  they  come  in  con- 
tact with  the  rights  of  others.  The  denizen 
of  a  wilderness  who  never  came  in  contact 
with  another  person  would  have  no  occa- 
sion to  even  think  about  his  rights,  but  if 
other  persons  settled  about  him,  questions  of 
right  relations  between  them  would  arise.  This 
is  the  meaning  of  "rights,"  as  it  is  bound  to 
be  interpreted. 

The  whole  question  of  rights  must  be  ap- 
proached with  an  understanding  that  no  vested 
rights  or  inherent  personal  rights,  can  stand 
in  the  way  of  the  progress  of  society.  What 
may  have  been  rights  will  cease  to  be  rights 
when  that  time  comes,  although  the  interests 
of  society  will  still  require  that  a  right  way 
of  dealing  with  them  be  followed.  All,  the  in- 
stitutions of  society  and  doctrines  of  personal 
rights  must  stand  or  fall  by  their  influence 
upon  the  permanent,  expanding  interests  of 
society. 

The  Right  to  Strike 

If  these  principles  govern,  what  becomes  oi 
the  "right"  of  a  group  of  men  who  have  as- 
sumed the  responsibility  for  a  certain  neces- 
sary service  in  this  complex  social  organiza- 
tion, to  agree  among  themselves  to  suspend 
and  tie  up  that  service,  unless  any  demands 
that  they  choose  to  make  are  complied  with  ? 

It  is  evident  that  this  right — if  it  is  a  right 
— is  one  that  cannot  be  equally  enjoyed  by  the 
workers  in  all  employments.  The  labors  of 
the  farmer  are  as  important  and  indispensable 
as  any,  but  when  it  comes  to  forming  a  com- 
bination to  work  only  8  hours  per  day,  or  to 
go  on  a  strike,  the  farmers  are  at  a  great  dis- 
advantage. 

Again,  there  are  some  services  which  can- 
not be  even  briefly  interrupted  without  great 
harm  to  the  community,  as  the  railway  serv- 
ice. The  threat  of  a  railway  strike  is  very 
much  more  serious,  and  therefore  more  poten- 
tial for  accomplishing  its  purpose,  than  a  threat 
to  suspend  almost  any  other  service.  If  the 
principle  is  sound  that  the  owners  or  em- 
ployes of  any  branch  of  industry  have  an 
absolute  right  to  shut  it  down  whenever  they 
please,  regardless  of  the  results  to  the  pub- 
lic, then  the  railway  employes  are  in  a  strong- 
er position  than  almost  any  other  group.  If 
this  theory  is  sound,  wages  v»ill  tend  to 
be  adjusted,  not  in  accordance  with  the  skill 
or  ability  required  for  a  task,  or  the  time  re- 
quired to  prepare  for  it,  or  its  arduuu.^  nature, 


or  any  other  consideration  but  the  strategic 
position  that  the  persons  in  occupation  may 
hold  for  enforcing  their  demands. 

Of  course  the  railway  men,  farmers,  coal 
miners,  and  every  other  class  will  protest  that 
they  have  no  desire  to  enforce  unjust  demands, 
and  we  freely  allow  that  few  men  consciously 
have  any  such  intention.  They  seldom  do 
wrong  without  being  able  to  justify  it  some- 
how to  themselves.  Usually  they  are  con- 
vinced that  what  they  want  to  do  either  is  not 
wTon|;  or  that  it  is  no  worse  than  somebody 
is  doing  to  them,  or  that  if  they  don't  do  it 
somebody  else  will.  It  is  sufficient  to  say 
that  no  one  should  want  to  be  the  sole  judge 
of  what  is  right  between  himself  and  others, 
or  of  his  own  responsibilities  and  obligations  in 
the  communit)'.  Questions  of  this  kind  will 
be  settled  in  the  long  run  by  public  opinion,  in 
accordance  with  principles  that  have  their 
foundations  in  the  moral  law.  Every  right- 
minded  person  will  want  to  square  his  own 
action  by  these  principles  when  he  understands 
them,  and  that  will  be  better  than  having 
them  enforced  by  law  without  his  understand- 
ing them. 

What  Is  Industrial  Slavery? 

The  advocates  of  the  right  to  strike  under 
any  and  all  circumstances  claim  that  any  quali- 
ficcCtion  of  it  would  mean  industrial  slavery. 
It  is  difficult  to  see  that  the  people  in  occupa- 
tions so  restricted,  whether  the  inhibition  be 
by  public  sentiment  or  public  law,  would  be 
any  worse  oS  than  the  millions  of  unorganized 
wage-earners  who  rely  upon  their  undisputed 
right  to  quit  their  jobs  as  individuals  when- 
ever they  choose  to  do  so.  Public  employes 
do  not  strike,  but  they  are  at  liberty  to  better 
themselves  as  they  can,  and  the  fact  that 
school  teachers  and  others  in  great  numbers 
have  been  finding  other  occupations  in  the  last 
few  years  has  exerted  a  steady  pressure  for 
higher  pay.  It  is  not  necessary  for  everybody 
in  a  given  occupation  to  quit  in  order  that  the 
pay  may  be  raised ;  the  withdrawal  of  a  small 
proportion  creates  a  competitive  demand  which 
if  continued  is  irresistible.  There  are  many, 
probably  a  majority,  in  every  occupation  who 
for  various  reasons  cannot  readily  change, 
but  there  is  a  good  proportion  who  can  change, 
and  at  all  times  a  not  inconsiderable  number 
considering  a  change ;  moreover,  every  occu- 
pation requires  constant  accessions  to  keep 
its  numbers  stationary.  It  follows  that  if  com- 
pensation anywhere  falls  below  the  general 
level  of  other  occupations,  all  things  consid- 
ered, a  demand  will  develop  and  exert  a  con- 
stantly increasing  pressure  until  the  discrep- 
ancy is  corrected. 

This  is  the  natural  relation  between  the  oc- 
cupations, and  the  most  desirable  one,  if  they 
are  all  conceived  of  as  parts  of  a  cooperative 


system.  The  best  results  would  be  obtained 
by  a  free  movement  between  the  occupations, 
which  would  tend  to  adjust  compensation  ac- 
cording to  the  ability  required,  rather  than  ac- 
cording to  the  bargaining  power  of  groups,  at 
the  expense  of  each  other. 

The  greatest  source  of  impatience  and  con- 
troversy in  economic  affairs  is  the  failure  of 
the  various  groups  to  think  in  terms  of  their 
common  interests  and  to  take  account  of  the 
natural  forces  that  always  are  in  play,  if  let 
alone,  adjusting  inequalities.  Nothing  is  fixed 
or  certain  in  the  business  world,  but  there  is 
an  automatic  tendency  for  things  to  come  into 
balance  in  normal  and  fair  relations.  And  yet 
people  are  persistently  thinking  that  things 
must  be  taken  in  hand  and  adjusted,  forthwith 
and  by  main  strength  and  to  suit  themselves. 
They  do  not  understand  the  relations  between 
the  occupations,  or  the  natural  influences  that 
are  constantly  bearing  upon  wages,  prices, 
profits,  interest  rates,  and  all  the  factors  in 
the  great  cooperative  combination.  They 
think  these  factors  may  be  controlled  to  a 
much  greater  extent  than  is  possible,  and  do 
not  see  the  reactions  and  offsets  that  take 
place  wherever  arbitrary  efforts  to  control 
them  are  made. 

The  Fundamental  Trouble. 


The  real  gains  of  society,  as  we  have  often 
pointed  out,  come  by  improving  the  methods 
of  production  so  that  there  will  be  more  to 
divide,  instead  of  by  the  rival  efforts  of  indi- 
viduals and  groups  to  get  the  better  of  each 
other.  Organization  that  is  intelligently 
guided,  so  that  its  efforts  for  group  advance- 
ment are  consistent  with  the  general  welfare, 
can  be  very  helpful,  but  if  ignorantly  directed 
for  the  purpose  of  advancing  the  interests  of 
one  group  or  class  at  the  expense  of  all  the 
others,  they  shnply  throw  the  industrial  situ- 
ation into  confusion  and  do  injury  to  all. 

That  is  the  chief  trouble  at  the  present  time. 
Society  is  organized  almost  to  death.  Indus- 
try is  hampered  and  checked  on  every  side  by 
the  efforts  of  groups  to  enforce  demands  which 
interfere  with  the  free  play  of  economic 
forces,  create  friction  and  waste,  and  even 
when  successful  finally  nullify  each  other  to 
such  an  extent  that  there  is  no  net  gain  to 
any  one. 

No  class  is  free  from  blame  in  this  situation, 
and  the  remedy  for  it  is  in  a  better  under- 
standing of  common  interests.  People  act  ac- 
cording to  their  knowledge  and  beliefs,  and 
the  state  of  disorder  and  hostility  that  exists 
in  industry  is  due  mainly  to  ignorance  of  the 
actual  effects  of  the  policies  commonly  pur- 
sued. If  the  peojple  of  the  various  groups 
think  that  the  only  prospect  of  bettering  their 
condition  is  by  strife,  and  that  some  people 
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are  better  off  than  others  simply  because  they 
have  had  some  advantage  over  them,  of  course 
there  will  be  strife. 

Mistakes  of  Organized  Labor 

The  chief  criticism  of  the  labor  organiza- 
tions is  that  to  a  great  extent  this  idea  has 
been  uppermost  with  them.  They  have 
cultivated  the  idea  of  class  struggle,  rather 
than  of  a  fundamental  harmony  of  interests. 

The  view  of  industrial  relations  held  by  too 
many  labor  leaders  was  expressively  stated  by 
Mr.  Garretson,  head  of  the  order  of  railroad 
conductors,  in  a  speech  before  the  Economic 
Club  of  New  York,  December  11,  1916,  in  part 
in  the  following  language: 

Induatrlal  war  is  precisely  of  the  same  character  as 
actual  war.  No  battle  has  been  fought  in  establishing 
the  rights  of  mankind,  either  real  or  fancied,  where 
the  hospital  hasn't  been  ailed  afterwards,  and  the 
corpses  left  upon  the  field.  And  it  is  Just  so  in  in- 
dustrial war.  If  you  complain  that  four  hundred 
thousand  men  held  up  the  Government,  what  will 
eight  millions  of  them  do,  if  they  can,  to  hold  up 
the  Government? 

They  have  encouraged  the  idea  of  rebellion 
against  the  regularly  constituted  authorities 
unless  their  own  views  were  adopted  in  public 
policies.  They  have  concentrated  their  atten- 
tion upon  immediate  and  direct  gains  to  their 
members,  v/ith  too  little  regard  for  the  effects 
of  their  demands  and  methods  upon  the  gen- 
eral welfare.  We  do  not  question  their  sin- 
cerity in  what  they  have  done.  We  only  say 
that  their  actions  are  the  natural  resiilt  of 
their  view,  and  that  this  view  has  been  too 
limited  for  the  best  results  even  to  their  own 
members,  and  their  policies  have  created 
much  antagonism  to  their  organizations  which 
might  have  been  avoided. 

Just  now  they  are  agitated  over  the  stand 
for  the  open  shop  that  has  been  taken  by 
many  American  employers,  but  that  stand  is 
the  natural  result  of  the  arbitrary  methods 
that  they,  themselves,  have  used  too  often,  and 
of  the  tendency  to  curtail  production  which  is 
the  natural  result  of  their  teachings. 

Every  organization  that  aspires  to  wield 
great  power  in  the  community  must  expect  to 
justify  its  claims  by  the  intelligence  with 
which  it  exercises  power  and  the  consideration 
which  it  shows  for  public  interests.  By  these 
tests  the  labor  organizations  have  not  justified 
their  plea  for  a  largely  increased  authority 
over  industry.  The  British  situation  affords 
the  best  justification  that  has  been  offered  for 
the  policy  of  the  United  States  Steel  Cor- 
poration. 

Why  Houses  are  Scarce  and  Rents  High 

If  it  should  be  thought  that  the  unreason- 
able acts  of  labor  organizations  in  Great 
Britain  afford  no  reason  for  drawing  conclu- 
sions about  union  policies  in  the  United  States, 


there  will  be  no  difficulty  about  finding  plenty 
of  instances  in  this  country. 

Some  of  the  practices  enforced  by  the  unions 
in  the  building  trades  will  serve  as  an  example. 
The  Boston  Herald  gives  account  of  a  few  as 
follows : 

Anybody  v.iio  can  crank  a  Foid  car  can  operate  a 
gasoline  diaphragm  pump.  Any  man  looking  for  a 
snap  is  recommended  to  uy  for  a  pump  job.  If  he 
lands  one  he  will  have  to  stiirt  the  pump  in  the 
morning  and  stop  it  at  niglit,  and  occasionally  put  a 
little  oil  on  the  places  where  the  wear  comes.  Not 
many  years  ago  the  boy  who  carried  water  to  the 
workmen  on  a  building  job  wouul  run  half  a  dozen 
such  pumps.  Nowadays  an  engineer  runs 'a  single 
pump  and  gets  $10  a  day  for  starting  it,  stopping  it, 
and  pouring  on  the  oil.  Each  day  he  has  several  hours 
to  read  the  papers,  smoice  and  chat — and  consume 
his  noonday  meal.  But  the  meal  time  is  also  pay 
lime. 

In  one  actual  case  after  the  operator  had  drawn  his 
first  week's  pay  the  business  agent  of  the  Hoisting 
and  Portable  Engineers'  Uiuon  wanted  to  know  about 
'•that  JJ  shortage.  That  man  only  got  $i.  He's  $2 
shy  on  the  noon  hour."  The  employer  replied:  "Why 
the  man  does  nothing  the  noon  iiour."  The  agent 
came  back  with,  'Weli,  doesn't  the  pumji  keep  on  and 
l.sn't  he  responsible?"  "We — 11,"  said  the  employer, 
that's  only  an  hour,  so  he's  only  entitled  to  $1."  "No, 
sir,"  came  the  reply,  'that's  overtime  and  must  bo  paid 
for  as  double  time."  And  the  pump  man  thereafter 
munched  his  food  smiiingiy  and  watched  that  gaso- 
line pump  add  $2  more  each  noontime  tor  his  pay 
envelope. 

A  great  new  building  has  been  in  process  of  erec- 
tion in  the  Back  Bay.  It  became  necessary  to  get  rid 
of  the  surface  water  that  flowed  into  the  excavation. 
To  do  this  draining  the  builders  insiaiied  an  auto- 
matic electrically  driven  pump.  A  floating  control 
started  and  stopped  the  pump  as  conditions  made 
necessary.  The  entire  apparatus  was  placed  in  a 
wooden  shack  under  lock  and  key.  Aside  from  oc- 
casionally oiling  the  motor  the  machine  required  no 
attention  whatever.  The  union,  nevertheless,  under 
the  rules  declared  that  the  pump  muse  have  the  con- 
slant  attention  of  an  engineer.  For  the  time  thus 
"worked"  the  builder  of  that  structure  had  to  pay  by 
that  interpretation  $16S  a  week. 

The  union  painter  these  days  must  use  a  brush  of 
union  dimensions.  The  narrower  a  brush  the  longer 
It  takes  to  cover  a  surface  or  the  more  men  must  be 
put  on  a  hurry  job.  So  the  union  decrees  that  no 
brush  more  thr.n  4'/^  inches  wide  shall  be  handled  by 
any  member  of  the  union — which  Is  only  an  indirect 
way  of  limiting  output.  Also  the  union  rules  say  that 
no  paint-spraying  machine  shall  be  used  on  a  union 
Job.  Sprayers  save  time,  so  Uie  union  prefers  to  liave 
painters  do  the  work  with  brushes  of  prescribed 
dimensions.  Not  long  ago  in  thi9  city  an  employer 
began  on  a  rush  order  to  whiten  some  big  walls  with 
a  sprayer.  The  union's  watchman  came  in  a  hurry 
with  his  ultimatum:  "Stop  the  machine  or  I  order 
off  the  man."  These  sprayers,  very  useful  for  saving 
time  and  money  on  surface  needing  only  a  plain  and 
protective  covering,  may  not  be  used  on  any  union 
job. 

Other  suggestive  illustrations  of  union  conditions 
are  easy  to  cite.  A  deck  hand  on  a  lighter  or  pile 
driver  in  use  in  wharf  building  may  do  nothing  what- 
ever but  watch  an  anchor  rope,  but  he  must  be  a 
member  of  the  Wharf  Carpenters'  Union  and  be  paid, 
not  as  a  deck  hand,  but  a  wharf  carpenter.  Con- 
crete, of  course,  is  poured  into  wooden  forms  and  the 
forms  are  later  stripped  away.  Any  laborer  could  take 
the  planking  down,  but  under  the  rules  a  union  car- 
penter must  do  it,  and  he  gets  the  pay,  not  of  a 
laborer,  but  of  a  carpenter.  Once  the  materials  used 
In  the  work  of  a  plumber  have  reached  the  first  floor 
of  a  building  only  a  plumber  may  handle  them.  Plain 
labor  may  unload  them  from  car  or  truck  and  de- 
liver them  on  the  first  floor,  but  then  only  a  highly 
paid  craftsman  may  touch  them.  The  electric  wiring 
for  a  concrete  building  is  passed  through  simple  light 
tubing  concealed  in  the  concrete.  To  handle,  bend 
and  place  the  tubing  Is  an  unskilled  job,  but  it  must 
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be  done  by  union  electricians,  with  results  that  loom 
laree  upon  the  pay  roll.  Similar  conditions  are  true 
of  the  placins  of  concrete  relnforclns  bars  and  of 
sprinkler  pipes. 

Further:  On  a  bis  Boston  job  a  man  on  a  concrete 
mixer  and  another  on  a  derrlcic  sat  idle  and  a  man 
on  a  pump  bad  little  to  do.  The  employer  needed  a 
man  two  hours  for  a  second  mixer.  He  tried  to  switch 
one  of  the  Idle  men.  Ho  could  not  do  so  without 
fracturing  a  rule.  If  a  man  had  shifted  he  could  not 
have  Rone  back  to  his  first  Job.  Violation  of  the  rule 
would  have  cost  him  IS.  So  the  employer  had  to 
order  a  fourth  man  from  the  union.  He  came,  worked 
two  hours,  and  got  a  half -day's  pay.  If  an  employer 
Ares  nn  engineer  he  cannot  employ  another  without 
an  O.  K.  from  the  union's  bu8ln<>s8  agent,  who  in  turn 
must  have  time  to  see  if  he  shall  order  the  flrst  man 
back  on  {he  Job  as  "wrongfully  discharged." 

A  plumber  sent  out  to  do  a  job,  although  an 
experienced  automobile  driver,  may  not  drive 
the  employer's  car  to  carry  himself  and  tools. 
A  regular  chauffeur  must  be  employed,  and 
the  job  must  be  charged  with  his  services  as 
well  as  those  of  the  plumber. 

These  are  a  few  instances  of  many  that 
might  be  given  to  show  why  rents  are  high 
and  capital  is  scarce  for  building  operations.  It 
takes  approximately  twice  as  much  capital  to 
do  the  same  amount  of  building  as  before  the 
war,  and  so  much  capital  is  absorbed  by  tax- 
ation and  high  living  expenses,  largely  result- 
ing from  policies  siinilar  to  the  above,  that 
the  needed  supply  is  not  available. 

Examples  in  the  Railroad  Service 

While  the  railroads  were  under  the  control 
of  the  Government  the  classification  of  the 
employes  was  extended  in  a  manner  similar  to 
that  described  above  in  the  building  trades. 

Under  the  rules  of  the  shop  crafts  in  order 
to  change  a  nozzle  tip  in  the  front  end  of  a 
locomotive  it  has  been  necessary — 

1. — To  call  a  bollermaker  and  his  helper  to  open  the 
door,  because  that  is  boilennakers'  work; 

2. — To  call  a  pipeman  and  his  helper  to  remove  the 
blower  pipe,  because  that  is  pipemen's  work;   and 

3. — To  call  a  machinist  and  his  helper  to  remove  the 
tip,  because  that  Is  machinists'  work. 

Before  Federal  control  a  machinists'  helper 
or  any  handy  m^n  put  in  locomotive  tips  alone. 

Similarly,  railroads  are  required  to  employ 
members  of  three  crafts — machinists,  sheet- 
metal  workers  and  electricians  and  their  help- 
ers— to  make  a  repair  to  a  locomotive  head- 
light which  was  formerly  handled  by  one  or 
two  men. 

Mr.  L.  F.  Loree,  Chairman  of  the  Execu- 
tive Committee  of  the  Kansas  City  Southern 
Railway  Company,  in  a  report  to  the  stock- 
holders of  that  company,  dated  April  5,  1921, 
describes  the  labor  conditions  on  that  road  as 
follows : 

The  labor  conditions  growing  out  of  the  national 
agreements  work  to  extremes  that  can  only  be  de- 
scribed as  absurd.  For  example,  in  going  out  of  the 
shops  at  Pittsburg  I  mot  a  workman  coming  in.  As 
he  approached  the  gateman,  he  reached  up  and  took 
off  the  board  a  brass  tag  bearing  his  number.  The 
gateman  took  a  slip,  punched  the  clock  and  handed 


the  slip  to  htm.  I  was  advised  that  at  the  close  of  the 
day's  work  the  workman  entered  on  the  slip  a  memo- 
randum of  the  work  on  which  he  bad  been  engaged 
and  hung  it  on  a  hook  on  the  side  of  his  locker,  where 
It  was  collscted  by  the  time  clerk.  For  this  he  is 
paid  one  hour  extra  each  week,  and  that  whether  he 
works  a  full  week  or  a  half  day.  This  practice  costs 
the  company  something  like  $60,000.00  annually. 

The  line  between  Pittsburg  and  Waits  runs  through 
the  northwest  corner  of  Arkansas,  That  State  has  a 
law  requiring  three  brakemon  to  be  used  on  freight 
trains.  A  freight  train  leaving  Watts  going  north  is 
provided  with  such  a  third  brakcman.  At  Lanagan, 
the  flrst  convenient  point  in  Mltssouri,  he  is  taken 
off  the  train  and  put  on  the  first  southbound  train  and 
returns  to  Watts.  He  is,  as  you  will  note,  simply  a 
passenger.  Human  nature  being  what  It  is,  a  large 
part  of  the  injustices  and  inequalitips  of  railroad  labor 
is  due  to  the  existence  of  a  great  mass  of  law-made 
and  labor  union -made  Jobholders  on  the  pay  rolls.  "This 
so-called  Full  Crew  Law  in  Arkansas  costs  the  Com- 
pany about  fSO.OOO.OO  annually. 

We  pay  our  scctionmon  from  4V/i  cents  an  hour  on 
the  south  end  to  48  cents  an  hour  on  the  north  end 
of  the  line  for  8  hours  work,  and  time  and  one-half 
^  for  the  additional  2  hours  where  they  work  10  hours. 
Labor  is  plentiful  in  the  territory  served  at  from  20 
to  25  cents  an  hour  for  a  10-hour  day,  and  less  than 
this  is  being  paid  by  farmers  and  other  employers. 
This  means  that  where  labor  can  be  secured  for  $2.00 
a  day  we  must  pay  $4.67  !<i,  and  where  labor  can  bo 
secured  for  $2.50  a  day  we  must  pay  $5.28.  It  is  esti- 
mated that  by  a  readjustment  of  wages  of  our  Mainte- 
nance of  Way  employes  upon  a  scale  more  liberal 
than  that  prev.ailing  In  the  territory  served  the  cost  to 
the  Company  might  be  reduced  by  about  $160,000.00 
a  year. 

On  one  of  our  branch  lines  we  run  a  passenger  train 
making  two  round  trips  each  day.  On  this  train  wo 
employ  a  colored  porter,  who  also  acts  as  a  brakeman. 
In  1909  wo  were  paying  this  employe  $44.80  per  month. 
In  1914  we  were  paying  him  $47.80  per  month.  Due 
to  the  various  changes  made  by  the  Director-General 
and  continued  by  the  United  States  Railroad  Labor 
Board  we  paid   him  In — 

November,  1 920 $266.71 

December,   1920 281.07 

January,       1921 271.89 

February,    1921 237.88 

He  could  readily  be  replaced  at  $75.00  per  month,  were 
wo  freed  from  the  .shackles  of  the  laws  which  fix  both 
conditions  of  employment  and  rates  of  pay. 

It  is  estimated  that  these  abnormal  rates  of  pay, 
with  the  allowances  known  as  "feather  bed"  prac- 
tices, "punitive  overtime,"  etc.,  involve  the  Company 
in  an  expense  In  excess  of  $1,250,000.00  annually,  for 
which  there  would  seem  to  be  no  economic  Justifica- 
tion whatever. 

The  Chicago,  Rock  Island  &  Pacific  Rail- 
way Company  states  that  the  number  of  its 
employes  at  the  beginning  of  Federal  control 
was  40,326;  at  the  end  of  Federal  control, 
45,950,  and  on  February  28,  1921,  eleven 
months  after  return  to  private  control,  34,531. 
Its  total  pay  roll  in  the  year  1917  was  $40,195,- 
210,  and  in  the  year  1920,  exclusive  of  back- 
tinie  accruing  in  previous  years,  $84,315,395. 

This  company  has  published  a  statement 
showing  specific  instances  of  how  the  classifi- 
cation of  labor  under  Federal  control  has  af- 
fected its  pay  roll.  A  few  cases  are  given  here- 
with : 

On  December  31,  1917,  there  were  two  stationary 
engineers  at  the  47th  Street  shops,  Chicago,  whose 
duties  consisted  of  starting  machinery  which  operates 
the  shops  as  well  as  starting  the  electric  generator 
and  operating  circuit  breakers.  The  salary  of  the 
day  man  was  $100.00  per  month  and  that  of  the  night 
man  $115.50  a  month:  both  of  them  stayed  on  the  Job 
until  the  work  was  done.    During  Federal  control  they 
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were  reclassified  as  electricians  and  placed  on  an  8- 
hour  day  basis  with  overtime  at  tlie  rate  of  time  and 
one-half.  One  man  received  back  pay  amounting  to 
Jl,467.59,  and  the  other  received  baclc  pay  amounting 
to  $1,846.86.  Their  present  pay  is  85c.  an  hour,  and 
since  they  are  on  an  8 -hour  basis  it  is  necessary  to 
employ  three  men  at  the  85c.  hourly  rate  to  do  the 
work  formerly  done  by  the  two:  and  the  monthly  pay 
of  each  of  these  three  men  averages  $204.00,  plus 
overtime — a  total  of  $612.00,  plus  overtime,  for  work 
formerly  costing  $215.50. 

On  December  31,  1917,  the  last  day  prior  to  Federal 
control,  we  had  two  call  boys  at  Estherville,  Iowa, 
whose  duty  it  was  to  notify  the  crews  of  the  time  to 
report  for  duty.  One  of  these  boys  received  $49.50  per 
month  and  the  other  2"c.  an  hour,  or  about  $63.00  a 
month,  for  a  12-hour  day.  They  have  been  reclassi- 
fied under  the  so-called  Clerks'  National  Agreement, 
and  each  now  receives  approximately  $190.00  per 
month. 

Engine  Watchman,  Sherrard,  Illinois.  Sherrard  is 
the  end  of  a  branch.  In  December,  1917,  the  laborer 
who  was  paid  to  watch  the  engines  received  25c.  an 
hour,  and  earned  in  that  month  a  total  of  $87.00.  Un- 
der various  wage  awards  the  pay  was  increased  to  53c. 
an  hour,  and  the  amount  paid  the  watchman  in  Jan- 
uary, 1921,  was  $196.43. 

Shop  Engineer,  Manly,  Iowa.  Formerly  paid  $115.50 
per  month.  As  he  did  a  certain  amount  of  switch- 
board work,  he  was  re-classifled  as  an  electrician,  was 
granted  an  electrician's  rate  of  68c.  an  hour  with 
overtime,  received  $1,393.19  back-pay  and  is  now  paid 
85c.  an  hour,  or  $176.80  a  month,  with  the  usual  over- 
time. 

Commenting  on  cases  of  this  character, 
Eugene  Davenport,  Dean  of  the  College  of 
Agriculture,  University  of  Illinois,  in  a  letter 
to  the  Association  of  Railway  Executives, 
said: 

'Wliat  would  happen  if  the  farmer  took  the  same 
attitude  In  hl8  business  that  labor  takes  in  rail- 
roading? 

Suppose,  for  example,  that  no  farm  hand  would  cul- 
tivate corn  without  a  helper. 

I  cannot  see  how  we  can  live  as  a  country  and  get 
ahead  when  a  large  share  of  our  people  are  intent 
not  upon  seeing  how  much  can  be  done  in  a  given 
length  of  time,  but  rather  how  much  money  can  be 
gotten  for  a  nominal  service. 

■  The  State  of  Mind 

The  significant  thing  about  these  cases  is 
that  they  reveal  an  attitude  of  mind.  Similar 
practices  are  being  systematically  extended  in 
all  branches  of  industry  where  union  labor  is 
strong  enough  to  establish  them.  The  policy 
is  based  upon  the  theory  that  it  "makes  work," 
or,  in  other  words,  creates  a  larger  demand 
for  labor.  This  is  a  fundamental  fallacy,  op- 
posed to  all  industrial  progress.  Unionism 
has  done  good  things  and  has  fine  possibilities, 
but  this  fallacy  if  cherished  will  defeat  all  of 
its  good  aims  and  aspirations.  It  is  not  a 
minor  fault,  to  be  passed  over  lightly.  It  for- 
bids the  extension  of  confidence,  for  it  is  a  dis- 
qualification that  goes  to  the  very  heart  of  the 
question  whether  organized  labor  as  now  di- 
rected is  entitled  to  the  confidence  and  support 
of  the  public.  Its  wisest  friends  will  not  mince 
matters  at  this  point. 

We  have  frequently  directed  attention  to 
the  fact  that  the  most  responsible  labor  lead- 
ers are  aware  that  this  policy  is  short-sighted 
and  ruinous.    They  disclaim  responsibility  for 


it  and  frequently  endeavor  to  correct  the  tend- 
ency, but  much  of  the  tima  they  have  all  they 
can  do  to  keep  their  seats  without  doing  very 
much  to  guide  the  steed  they  are  riding.  In 
the  past,  labor  has  been  much  more  productive 
in  the  United  States  than  in  other  countries, 
largely  because  of  the  better  equipment  of 
machinery,  but  also  because  the  "go  slow" 
policy  had  not  been  developed  to  the  extent 
that  it  existed  elsewhere.  Since  the  radical 
agitators  have  been  "boring"  into  organized 
labor  in  this  country  the  deadly  infection  has 
spread. 

An  Intelligent  Labor  Leader 

Mr.  J.  T.  Brownlie  has  been  for  many  years 
head  of  the  Amalgamated  Society  of  En- 
gineers in  England,  and  one  of  the  most  re- 
spected labor  leaders.  A  year  or  so  ago  he 
felt  so  concerned  over  the  tendency  in  labor 
ranks  to  curtail  production  that  he  wrote  a 
letter  to  Mr.  Bowerman,  Secretary  of  the 
Parliamentary  Committee  of  the  Trades  Union 
Congress,  setting  forth  the  social  necessity 
for  greater  production  and  the  importance  of 
having  organized  labor  cooperate  heartily  to 
secure  such  increase.  He  took  his  text  in  part 
from  a  quotation  from  a  statement  made  by 
Mr.  Hoover,  which  was  as  follows: 

Unless  productivity  can  be  rapidly  increased,  there 
can  be  nothing  but  political,  moral  and  economic 
chaos,  finally  interpreting  itself  in  loss  of  life  on  a 
scale  hitherto  undreamed  of. 

Mr.  Brownlie's  letter  made  him  at  once  a 
target  for  the  radicals,  and  having  stood  it  for 
a  time,  Mr.  Brownlie  came  back  with  an- 
other letter,  in  which  he  re-stated  the  argu- 
ment and  used  the  comparative  figures  of  pro- 
duction per  head  in  England  and  the  United 
States.  We  quote  from  the  second  letter  be- 
low : 

I  do  not  know  whether  it  is  the  Intention  of  Mr. 
Bowerman's  Committee  to  do  anything  in  this  mat- 
ter, but  I  consider  it  is  the  proper  body  to  do  so. 
Throughout  its  long  and  creditable  career  the  Parlia- 
mentary Committee  of  the  Trades  Union  Congress 
has  time  and  again  awakened  the  mind  and  stirred 
the  conscience  of  the  nation  in  regard  to  social  and 
industrial  questions.  Therefore  the  question  of  arous- 
ing the  nation  to  the  urgent  importance  of  increasing 
the  supplies  of  the  vital  necessaries  of  life  is  a  natural 
corollary  to  the  work  which  it  has  undertaken  in  the 
past. 

During  the  past  five  years  nominal  wages  have  in- 
creased considerably.  In  most  trades  the  workers 
have  received  wage  advances  of  100  per  cent,  and  in 
some  trades  of  over  100  per  cent.  Notwithstanding 
these  advances  in  nominal  wages,  real  wages  havo 
fallen,  owing  to  enhanced  prices.  Therefore,  to  en- 
able the  present  nominal  wages  to  become  real  wages. 
it  is  imperative  tlrat  the  essentials  of  life  should  be 
produced  in  abundance  and  thus  lower  prices,  and 
at  the  samo  time  help  to  avoid  the  sufferings  and 
miseries  anticipated  by  Mr.  Hoover. 

During  the  war  the  Government  found  it  necessary 
to  organize  the  man -power  of  the  nation  for  the  pur- 
pose of  accelerating  and  increasing  the  production  of 
the  tools  of  the  war.  To  enable  the  nation  to  recover 
from  the  ravages  of  war,  to  stabilize  the  advantages 
of  peace,  to  make  the  world  safe  for  democracy,  to 
avoid   national  bankruptcy,   to   realize  as  rapidly  as 
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possible  that  hotter  aUte  of  eooiety  which  hu  beea 
promlaed  by  the  powers  that  bo.  It  Is  Imperative  that 
the  nation's  man-power  should  b«  orKanlzed  to  pro- 
duce the  requisites  of  peaco  In  the  Intercau  of  the 
community.  Bo  Ions  as  the  present  social  and  Indus- 
trial system  obtains:  until  such  time  as  the  people 
awaken  to  the  necessity  of  democratically  orKanlzlng 
the  weaJth-producinR  ri-sources  of  the  nation  for  the 
production  of  wi-alth,  for  uso  nnd  not  for  profit. 
wase«  must  necessarily  be  a  matter  of  vital  Impor- 
tance. It  would  appear  from  letters  received  that 
many  of  the  writers  ate  under  the  Impression  that 
wasea  are  paid  from  some  imaginary  fund,  as  they 
Ctve  no  indication  that  they  appreciate  that  wages 
are  paid  out  of  production.  Liow  production  must  In- 
evitably mean  low  wages. 

Wages  in  America  and  England 

The  hourly  wage  rate  for  mechanics  In  the  metal 
trades  In  the  United  States,  as  I  am  Informed  by  the 
President  of  the  International  Association  of  Ma- 
chinists, varies  from  68  cents  per  hour  to  80  cents  per 
hour,  or  an  average  of  74  cents,  or  In  other  words, 
38.  Id.  per  hour;  whereas  in  this  country,  the  aver- 
age hourly  rale  for  47  hours  (Including  war  advances 
and  the  l-^i  per  cent  bonus)  paid  to  the  same  class 
of  workmen  engaged  In  the  same  kind  of  work,  Is  In 
the  region  of  Is.  8d.  ppr  hour,  or  Is.  Cd.  per  hour  less 
than  what  Is  paid  to  our  American  brothers.  The 
favorable  position  enjoyed  by  the  American  work- 
men in  thi.s  respect  cannot  be  said  to  bo  due  entirely 
to  trade  union  effort,  as  trade  unionism  In  the  United 
States  Is  relatively  weaker  than  it  is  In  this  country. 
What  Is  the  cause?  The  cause  appears  to  me  to  be 
found  In  the  following  facts,  taken  from  Dr.  Stamp's 
interesting  analysis  of  the  estimated  wealth  and  an- 
nual Income  of  various  countries  at  the  outbreaU  of 
the  war  in  1914: 

Amount  per 
head  of 
National  Income.     Population. 
£  £ 

United   Kingdom   2,250,000,000  60 

United   States   -     7,250,000,000  72 

Under  the  present  Industrial  order,  production  Is 
primarily  the  function  of  the  employer  of  labor;  and, 
though  the  workers  are  not  entirely  free  from  re- 
sponsibility. It  Is  unjust  to  attempt  to  saddle  them 
with  being  wholly  responsible  for  a  low  output. 
Many  of  the  Industrial  establishments  in  tho  country 
are  badly  equipped  in  regard  to  modern  machinery. 
It  is  possible  to  increase  output  without  imposing  an 
additional  tax  upon  tho  physical  energies  of  the  work- 
ers, as  much  of  the  physical  energy  that  is  going  to 
waste  through  using  obsolete  machinery  and  faulty 
workshop  organization  may  bo  observed. 

My  concern  In  regard  to  this  vital  and  urgent  ques- 
tion, apart  from  the  above,  is  that  all  the  Labor  In 
the  country  should  be  fully  employed  on  useful  work; 
also  that  that  section  of  the  community  which  renders 
no  useful  service  to  society  should  be  called  upon  to 
earn  its  dally  bre.ad.  He  that  will  not  work,  neither 
shall  he  eat.  Thou.sands  of  skilled  workmen  are  be- 
ing discharged  from  Government  arsenals  and  dock- 
yards without  any  prospect  of  immediate  employ- 
ment. Thousands  of  men  and  women  of  other  grades 
of  labor  are  similarly  situated.  Doles  are  no  remedy 
for  unemployment.  Again  I  say,  If  the  world  Is  to 
avoid  the  catastrophe  anticipated  by  Mr.  Hoover,  all 
must  work  to  Increase  production,  for  the  benefit  of 
mankind  and  not  for  profiteers. 

It  will  be  seen  that  Mr.  Brownlie  is  him- 
self a  reformer,  a  critic  of  the  existing  order. 
He  avows  himself  as  in  favor  of  "democrat- 
ically organizing  the  wealth-producing  re- 
sources of  the  nation  for  the  production  of 
wealth,  for  use  and  not  for  profit,"  but  he  sees 
the  necessity  for  using  the  existing  machin- 
ery as  effectively  as  possible  while  it  is  the 
only  machinery  available. 


We  would  add  that  the  existing  industrial 
order  is  susceptible  of  gradual  change  into 
any  other  system  which  Mr.  Brownlie  and 
others  of  like  aspirations  can  demonstrate  to 
be  more  cflective  for  the  ends  he  has  in  view. 
The  great  body  of  the  people  desire,  with  Mr. 
Brownlie,  that  industry  shall  be  so  organized 
and  directed  as  to  achieve  the  greatest  results 
for  the  welfare  of  all  the  people.  Profits  are 
justifiable  and  necessary  as  compensation  for 
useful  effort  and  as  providing  capital  for 
further  improvements  in  industry,  the  ulti- 
mate end  being  service  to  society  as  a  whole. 

When  labor  leaders  hold  and  set  forth  the 
views  advanced  by  Brownlie  as  above  they  are 
on  ground  where  all  good  citizens  would  like 
to  work  them, 

Colombian  Treaty. 

The  subject  of  international  relations  has 
been  much  under  discussion  since  the  war, 
and  most  people  have  seemed  to  think  that 
nations  ought  to  be  able  to  get  along  in  a 
neighborly  fashion,  without  war  and  without 
enormous  expenditures  in  preparation  foi*  war. 
The  fruitful  source  of  war  is  misunderstand- 
ing. Why  not  give  some  consideration  to  the 
view  which  the  other  party  naturally  holds, 
and  which  you  would  probably  hold  if  you 
were  in  his  place. 

The  Colombian  treaty  has  been  a  case  in 
point.  It  has  been  ratified  under  the  recom- 
mendation of  President  Harding,  and  Colom- 
bia will  get  $25,000,000  in  consideration  of  the 
fact  that  the  canal  is  built  through  territory 
that  long  belonged  to  her  and  which  she  lost 
as  an  incident  related  to  canal  construction. 

The  payment  of  this  sum  is  an  act  of  good 
will  and  fundamental  justice  on  the  part  of  the 
United  States.  Strenuous  objection  was  made 
in  some  quarters  on  the  ground  that  we  did 
not  owe  Colombia  anything  and  that  the  pay- 
ment would  be  an  acknowledgment  of  wrong- 
doing on  the  part  of  the  American  Govern- 
ment, but  it  does  not  have  that  significance. 

The  facts,  briefly,  are  as  follows:  the  Gov- 
ernment in  power  in  Colombia  in  1903  be- 
haved in  an  unjustifiable  manner  in  the  nego- 
tiations over  the  canal.  It  was  a  one-man 
Government,  the  government  of  a  Dictator, 
named  Morroquin,  who  had  been  originally 
elected  Vice-President,  but  who  had  unseated 
the  President  and  put  him  in  prison,  where 
he  died.  This  gave  a  certain  regularity  to 
Morroquin's  occupancy  of  the  Presidency, 
which  he  continued  to  hold.  Under  the  con- 
stitution of  Colombia  it  was  his  duty  to  call 
the  Congress  together,  but  he  did  not  do  it 
for  five  years,  meantime  exercising  its  func- 
tions as  well  as  those  of  President. 
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He  was  the  head  of  the  only  Colombian 
government,  and  all  there  was  of  government 
in  sight.  President  Roosevelt  negotiated  with 
him  a  treaty  for  the  right  to  build  the  canal, 
for  which  the  United  States  was  to  pay  $10,- 
000,000.  Then  President  Roosevelt  opened 
negotiations  with  the  French  company  to  pur- 
chase their  rights  on  the  Isthmus  for  $40,000,- 
000,000,  but  by  the  time  this  agreement  was 
reached  Morroquin,  who  had  granted  the 
French  company  a  year's  extension  on  its 
grant,  concluded  to  repudiate  both  this  exten- 
sion and  the  Roosevelt  treaty,  with  the  inten- 
tion, as  President  Roosevelt  bluntly  declared, 
of  trying  to  extort  more  money.  He  called  the 
Congress  together  for  the  only  time  in  five 
years,  and  the  Senate,  which  President  Roose- 
velt affirmed  that  he  absolutely  controlled,  re- 
fused to  ratify  the  treaty.  The  Congress  acted 
upon  no  other  legislation  in  this  session. 
President  Roosevelt  was  convinced  of  deliber- 
ate bad  faith. 

The  United  States  had  been  balancing  be- 
tween the  Panama  and  Nicaragua  routes,  each 
of  which  had  strong  advocates  in  the  Congress 
and  among  engineers.  The  people  of  Panama, 
alarmed  at  the  prospect  of  having  the  canal 
built  in  another  place,  which  would  have  ended 
their  hopes  of  importance,  revolted,  and  de- 
clared Panama  an  independent  republic.  Presi- 
dent Roosevelt  promptlj'  recognized  its  inde- 
pendence, and  entered  into  a  treaty  with  it  for 
the  Canal  Zone,  in  which  treaty  the  United 
States  guaranteed  the  independence  of  Pana- 
ma. The  $10,000,000  named  in  the  treaty  with 
Colombia  was  paid  to  Panama.  All  countries 
promptly  followed  us  in  the  recognition  of  the 
independence  of  Panama,  and  the  province  and 
canal  were  lost  to  Colombia  forever.  Of 
course  Colombia  would  have  made  short  work 
of  the  Panama  republic,  but  for  the  backing 
of  the  United  States  and  that  is  the  basis  of 
any  obligation  that  we  have  had  to  Colombia. 

It  was  charged  that  the  American  govern- 
ment promoted  the  rebellion  of  Panama,  but 
President  Roosevelt  positively  denied  this,  and 
as  a  matter  of  fact  the  rebellion  needed  no  pro- 
motion. The  people  of  Panama  were  desi 
perate,  and  rebellions  were  not  an  uncommon 
occurrence  in  Colombia. 

President  Roosevelt's  action  in  taking  ad- 
vantage of  the  situation  was  provoked  by  the 
attitude  of  the  irresponsible  government  of 
Colombia.  It  was  justified  for  the  time  being 
and  as  a  means  of  out-maneuvering  that  gov- 
ernment, but  those  considerations  did  not  quite 
close  the  case.  The  people  of  Colombia  were 
entitled  to  some  consideration  at  the  hands  of 
the  United  States,  even  though  they  had  a 
Dictator  who  was  a  law  unto  himself.     He 


was  a  temporary  and  passing  incident  in  the 
relations  between  the  two  countries.  That  is 
the  reason  why  there  always  has  been  a  strong 
sentiment  in  this  country  in  favor  of  a  liberal 
settlement  that  would  make  the  people  of 
Colombia  feel  that  they  had  not  been  flouted 
and  contemptuously  regarded  by  their  big 
neighbor,  and  why  the  United  States  is  pay- 
ing, not  the  $10,000,000,  originally  agreed  upon 
between  the  two  executives,  but  $25,000,000, 
after  paying  the  $10,000,000  to  Panama,  be- 
sides giving  Colombia  all  the  rights  in  the 
peaceful  use  of  "the  canal  that  we  have  our- 
selves. 

This  has  been  done  because  the  people  of 
the  United  States  have  had  consideration  for 
the  people  of  Colombia  and  for  their  natural 
feelings,  and  have  been  resolved  to  do  their 
full  part  in  maintaining  friendly  relations. 

An  Example  of  Reconcilation. 

The  newspaper  report  of  the  discussions  in 
the  recent  sessions  of  the  League  of  Nations 
at  Geneva,  Switzerland,  contained  a  brief 
statement  by  Sir  Robert  Cecil  which  ought 
not  to  be  lost.  He  is  the  son  of  the  late  Lord 
Salisbury,  at  difiFercnt  times  Premier  of  Great 
Britain,  and  who  held  that  position  at  the  time 
of  the  Boer  war  in  1899-1900.  Gen-jral  Smuts, 
one  of  the  Boer  generals  in  the  war  is  now 
Premier  of  South  Africa,  and  being  unable  to 
attend  the  sessions  of  the  League,  appointed 
Sir  Robert  Cecil  to  act  as  the  representative  of 
the  "Union  of  South  Africa,"  which  is  the  do- 
minion under  the  British  Crown  organized 
from  all  the  South  African  colonies  and  the 
Transvaal,  or  old  Dutch  Republic. 

The  Council  of  the  League  had  been  dis- 
cussing means  of  conciliating  the  several  con- 
flicts pending  between  nations,  when  Sir  Rob- 
ert is  quoted  as  speaking  as  follows : 

In  conclusion.  Lord  Robert  Cecil  said  that  If  he 
were  disposed  to  be  a  hostile  critic.  It  would  be  on 
the  ground  that  the  Council  might  have  done  more 
than  it  had  done.  "Undoubtedly  we  h.ave  begun 
well.  Do  not  let  us  be  afraid  of  our  power.  Let 
us  go  on  from  strength  to  strength.  ...  I  stand 
before  you  as  a  substitute  of  General  Smuts.  Think 
of  that!  General  Smuts  not  very  many  years  ago 
was  one  of  the  most  redoubtable  of  the  successful 
commanders  of  the  forces  of  the  Boer  nation  when 
they  were  In  arms  against  the  British  Empire,  and 
I  was  the  son  of  the  Prime  Minister  who  conducted 
the  war  on  behalf  of  the  British  Empire,  and  yet 
It  now  comes  about  that  the  General  of  the  Boers 
comes  to  see  the  son  of  the  Briti.sh  Prime  Minister  and 
asks  him  to  appear  before  the  Assembly  of  the 
League  of  Nations  as  the  beat  exponent  of  the 
General's  views  on  international  subjects.  IIow  does 
that  result  come  about?  Not  by  timidity.  Not  hv 
shrinking  from  bold  action,  but  by  an  act  of  trust 
in  the  power  of  the  people,  an  act  which  I  do  not 
hesitate  to  say  at  the  moment  seemed  to  me  rash  and 
perhaps  premature.  It  has  more  than  Justified  itself 
by  results.  Surely  this  Is  an  example  to  us.  Do 
not  let  us  shrink  from  measures  of  pacification  and 
reconciliation." 
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General  Business  Conditions. 

THE  general  business  situation  has 
changed  but  little  in  the  past  month, 
but  certain  developments  have  taken 
place  that  afford  a  substantial  basis 
for  better  feeling.  The  most  notable 
of  these  is  the  acceptance  by  Germany  of  the 
findings  of  the  Reparation  Commission  and 
the  terms  of  settlement  based  thereon.  This 
has  averted  the  strain  and  uncertainty  that 
would  have  resulted  from  an  invasion  of  Ger- 
many by  allied  troops,  and  probably  will  re- 
sult in  a  considerable  reduction  of  the  stand- 
ing army  of  France,  besides  leading  to  a  quick- 
ening of  industry  in  Germany  and  a  more  set- 
tled feeling  in  all  Europe. 

The  elections  in  Italy  which  took  place  on 
May  22d  yielded  results  encouraging  to  the 
stable  elements  of  society.  Although  the  coal 
strike  in  England  has  not  been  settled  and  the 
industrial  situation  is  very  serious  from  lack 
of  fuel,  the  efforts  by  the  radical  element  to 
make  the  strike  the  focus  of  a  revolution  have 
utterly  failed. 

In  this  country  the  Railroad  Labor  Board 
has  followed  up  its  action  in  releasing  the 
railroads  from  the  costly  national  agreements 
with  the  labor  organizations,  made  while  the 
roads  were  under  government  control,  with 
an  announcement  that  prevailing  conditions 
justified  a  downward  revision  of  wages,  and  a 
decision  as  to  the  amount  of  such  reductions 
in  the  cases  before  it  would  be  rendered  June 
1st,  reductions  to  take  effect  July  1st.  Other 
complaints  are  now  being  filed,  and  it  is  as- 
sumed that  the  revision  will  extend  to  the  en- 
tire railroad  pay-roll  and  that  it  will  result  in 
a  material  degree  of  relief  to  the  railroad 
situation. 

The  trend  of  wages  has  continued  slowly 
downward,  the  United  States  Steel  Corpora- 
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tion  falling  into  line  during  the  month  with  a 
reduction  of  20  per  cent.  In  this  case  and  gen- 
erally the  situation  has  been  accepted  by  the 
workers  in  good  spirit  as  a  necessary  read- 
justment to  changed  conditions. 

The  trend  of  prices  has  continued  down- 
ward, but  apparently  the  bottom  has  been 
reached  with  the  principal  staple  commodities. 
Wheat  has  had  a  rise  which  if  sustained  will  be 
of  material  benefit  to  the  farmers,  and 
the  other  grains  have  advanced  slightly.  There 
are  some  symptoms  of  improvement  in  foreign 
markets  for  cotton  goods,  and  now  that  the 
peace  settlement  has  been  made  there  is  hope 
that  with  a  settlement  of  the  British  coal 
strike  the  dead-lock  in  world  trade  may  be 
broken.  The  whole  situation  is  abnormal,  as 
there  is  under-consumption  in  all  countries  for 
want  of  the  products  that  are  unsaleable. 

The  Crops 

The  winter  wheat  crop  in  the  Southwest  has 
been  reported  as  suffering  from  drought,  the 
estimate  for  Kansas  being  materially  reduced. 
Evidently  there  was  a  considerable  short  in- 
terest outstanding,  which  was  impelled  by 
the  crop  news,  together  with  the  steady 
export  movement,  to  cover  its  position,  and 
the  result  was  a  rise  at  the  outside  of  about 
60  cents  per  bushel  in  the  May  delivery,  while 
the  July  delivery  advanced  about  25  cents.  For 
the  46  weeks  ended  May  19,  the  exports  of 
wheat  and  flour  from  the  United  States  and 
Canada  amounted  to  the  equivalent  of  389,- 
712,629  bushels,  and  for  the  single  week  ended 
at  the  above  date  the  exports  were  9,260,946 
bushels.  The  movement  from  Argentina  has 
been  disappointing  to  those  who  looked  for 
lower  prices,  being  hampered  by  the  port 
strike  at  Buenos  Aires  and  the  government's 
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■R.  Charles  E.  Mitchell,  President  of  The 
■  National  City  Company,  was  elected 
President  of  The  National  City  Bank  of 
New  York  at  a  meeting  of  the  Board  of 
Directors  on  May  3.    He  is  the  Bank's  thir- 


teenth president  since  its  organization  in 
1812.  At  the  same  meeting,  Mr.  Eric  P. 
Swenson,  who  has  been  a  Director  of  the 
Bank  since  1912,  was  elected  Chairman  of 
the  Board. 


Those  desiring  this  Letter  sent  them  regularly  will  receive  it  without  charge  upon  application 


policy  as  to  ejq>ort  taxes.  It  is  evident  that 
the  carry-over  in  this  country  and  Canada  will 
be  small. 

A  report  which  lacks  confirmation  has  been 
in  circulation,  telling  of  the  movement  of  a 
cargo  of  wheat  from  England  to  Russia.  How- 
ever that  may  be,  there  is  little  prospect  of 
exports  from  any  part  of  Russia  this  year  and 
the  supplies  of  the  Balkan  countries  will  not 
be  l.nrge  enough  to  afford  any  contribution  to 
Western  Europe.  Crop  reports  from  other 
countries  are  generally  favorable. 

Common  opinion  about  the  cotton  acreage 
is  that  the  reduction  from  last  year  will  be 
about  30  per  cent,  and  that  the  restriction  in 
use  of  fertilizers  will  cause  a  further  curtail- 
ment of  the  crop.  Cold  weather  has  retarded 
planting  and  germination  and  the  outlook  at 
the  beginning  of  the  season  is  for  a  substan- 
tial reduction. 

Dairy  products  have  been  about  steady  dur- 
ing the  past  month,  but  are  going  into  cold 
storage  for  next  winter  at  prices  not  above 
those  of  the  pre-war  period. 

The  live  stock  markets  have  been  fairly  well 
maintained  during  the  month  of  May,  hogs 
at  Chicago  holding  above  $8.00  until  the  last 
days  of  the  month,  when  they  broke  through 
that  price.  The  cattle  and  sheep  markets  have 
about  held  their  previous  position. 

The  weather  has  been  cold  and  the  season  is 
a  little  backward,  but  the  soil  over  the  leading 
farming  states  is  in  good  condition,  labor  is 
plentiful,  and  the  crop  is  being  put  in  with 
costs  largely  reduced. 

Industrial  Activity 

The  industrial  situation  in  this  country  con- 
tinues to  be  uneven  and  on  the  whole  without 
pronounced  development.  The  industries  mak- 
ing goods  of  common  consumption,  and  in 
which  depression  has  existed  for  practically  a 
full  year,  such  as  the  manufacture  of  clothing 
and  shoes,  have  experienced  a  revival,  old 
stocks  having  been  depleted  to  a  point  where 
dealers  are  obliged  to  buy  to  supply  current 
trade.  Hides  and  leather  are  in  better  demand 
and  bringing  better  prices.  Wool  purchases  by 
manufacturers  have  not  been  in  proportion  to 
the  orders  for  cloth  on  their  books,  but  they 
have  been  buying  continuously  and  the  tone 
of  the  market  has  been  better,  although  prices 
are  not  much  higher.  Utah  growers  are  re- 
ported as  contracting  at  17  cents,  against  6.3 
cents  a  year  ago.  The  consumption  of 
raw  cotton  by  the  United  States  mills  fell 
off  from  437,933  bales  in  March  to  408,882 
bales  in  April,  but  the  latter  exceeded  the 
consumption  of  any  other  month  since  Sep- 
tember. The  consumption  of  April,  1920  was 
566.914  bales. 

The  gains  that  have  been  made  in  some  in- 
dustries do  not  amount  to  complete  recovery 


or  of  themselves  promise  that  complete  recov- 
ery is  near  at  hand.  That  cannot  occur  until 
there  is  recovery  in  the  other  industries. 

The  iron  and  steel  industry,  which  in  past 
times  has  been  considered  the  best  index  of 
general  business  conditions,  is  at  the  lowest 
level  of  production  in  many  years,  with  no 
trustworthy  signs  of  improvement  aside  from 
the  general  factors  of  the  situation  named 
above.  It  is  waiting  on  better  net  revenues 
for  the  railroads,  a  revival  of  construction 
work,  and  more  general  prosperity. 

The  building  industry  lags,  although  at  this 
season  work  should  be  in  full  swing.  Per- 
mits taken  out  in  April  in  201  cities  as  rej>ort- 
ed  by  the  American  Contractor,  aggregated 
$152,100,000;  which  compared  with  $200.2.34,- 
263  in  the  same  cities  in  April,  1920,  a  reduc- 
tion of  24  per  cent.  The  high  cost  of  building 
operations  is  everywhere  given  as  the  main 
reason  for  the  absence  of  activity  at  present. 

The  demand  for  automobiles  and  tires  has 
not  been  fully  sustained,  indicating  that  the 
April  activity  was  seasonal  and  in  part  tem- 
porary. Price  reductions  are  general.  Busi- 
ness in  this  line  in  the  agricultural  districts 
has  suffered  a  severe  set-back,  which  is  no 
more  than  might  be  expected  when  the  sale  of 
farming  implements  is  almost  at  a  standstill. 

Credit  Conditions. 


Although  the  volume  of  bank  credit  still  is 
much  above  normal  proportions,  it  has  been 
largely  reduced  since  the  first  of  the  year,  and 
the  strain  at  the  centers  is  much  reduced.  Ap- 
prehensions as  to  unfavorable  developments  in 
the  credit  situation  as  a  whole  are  no  longer 
seriously  felt.  The  money  markets  are  easing 
slightly,  as  bank  loans  are  reduced,  reserve 
bank  rates  in  this  country  having  been  gener- 
ally reduced  from  ^  to  I  per  cent  during  the 
past  month.  The  Bank  of  England  rate  has 
been  reduced  from  7  to  tyi,  and  the  Bank  of 
Sweden  rate  from  J'/i  to  7.  The  Norwegian 
rate  is  7  and  the  Danish  rate  G'/z.  The  secur- 
ity markets  have  given  a  good  account  of  them- 
selves, the  flotations  in  this  country  having 
been  very  large  and  well  taken.  In  London 
the  financial  markets  have  been  steady,  not- 
withstanding the  grave  industrial  situation. 

Inter-bank  borrowing  among  the  Reserve 
banks  has  increased  during  the  past  month, 
tlic  banks  directly  serving  the  chief  ag- 
ricultural districts  requiring  aid  to  enable 
them  to  meet  the  legitimate  demands  arising 
from  the  activities  of  the  spring  season.  This 
has  been  expected  and  is  necessary.  Credit 
must  be  found  to  carry  on  the  productive 
processes  of  the  country.  Obviously  every  sec- 
tion and  interest  is  served  by  so  doing.  There 
will  be  no  prosperity  for  "big  business"  or 
little  business  of  any  kind  unless  production 


goes  on — little  freight  for  the  railroads,  trade 
for  the  cities,  or  deposits  for  the  banks,  if  the 
crops  were  not  forthcoming. 

Bank  deposits  in  agricultural  districts  have 
suffered  by  the  one-sided  decline  of  prices, 
which  has  been  most  severe  upon  agricultural 
products,  with  the  result  that  where  they  are 
grown  deposits  have  been  drained  away  to 
pay  the  debts  and  balances  accruing  to  other 
sections.  The  agricultural  districts  are  rich 
in  indispensable  commodites  and  real  wealth, 
but  more  than  any  other  branch  of  industry 
agriculture  is  dependent  upon  world  markets 
and  world  prices.  It  is  temporarily  embar- 
rassed, as  it  has  been  at  times  in  the  past,  but 
it  will  come  back  as  it  always  has,  and  the 
whole  country  is  interested  in  its  having  every 
practicable  facility  for  maintaining  production 
and  for  moving  its  products  into  the  world 
markets  where  they  can  find  distribution. 

The  Reparations  Situation. 

The  most  important  event  of  the  past  month 
has  been  the  agreement  reached  between  the 
Allied  Powers  and  Germany  as  to  the  amount 
of  the  reparation  payments.  The  total  sum  is 
fixed  at  132,000,000,000  of  gold  marks,  less  the 
amounts  already  credited  to  Germany  on  ac- 
count of  payments  and  deliveries  of  various 
kinds,  aggregating  several  billions  of  marks. 
The  debt  is  to  be  evidenced  by  gold  bonds, 
divided  into  three  series,  described  as  "A",  "B" 
and  "C."  Series  A,  amounting  to  12,000,000,000 
gold  marks  will  be  delivered  by  July  1,  1921. 
Series  B,  will  be  delivered  by  November  1, 
1921.  These  bonds  will  be  distributed  to  the 
Allied  governments  according  to  the  ratio  of 
participation  which  they  have  agreed  upon. 
They  will  draw  5  per  cent  interest  and  1  per 
cent  for  a  sinking  fund.  The  remainder  of  the 
obligation,  82,000,000,000  gold  marks,  will  be 
evidenced  by  the  bonds  C,  which  will  be  exe- 
cuted by  Germany,  but,  unlike  Series  A  and  B, 
will  be  held  by  the  Reparation  Commission, 
and,  according  to  the  statement  of  the  British 
Prime  Minister  in  the  House  of  Commons, 
will  be  issued  according  to  the  capacity  of 
Germany  to  pay,  as  determined  from  time  to 
time  by  the  Commission. 

Interest  upon  the  bonds  of  Series  C  will  be 
non-cumulative  while  in  the  hands  of  the  Re- 
paration Commission,  but  a  surplus  of  pay- 
ments over  and  above  the  amount  required  to 
meet  interest  and  sinking  fund  payments  on 
Series  A  and  B  will  be  credited  as  interest  on 
Series  C. 

Payments  by  Germany  are  to  be  made,  first, 
in  a  fixed  annual  sum,  approximately  $500,000,- 
000,  in  quarterly  installments,  and,  second,  in 
a  variable  sum  amounting  to  26  per  cent  of  the 
aggregate  value  of  German  exports  from  year 
to  year.    The  flexible  character  of  the  last  pro- 


vision, and  the  fact  that  it  adjusts  the  amount 
of  the  payments  to  the  trade  and  prosperity  of 
the  country,  has  provided  the  basis  upon  which 
an  agreement  was  reached. 

Of  the  $500,000,000  fixed  annual  payments, 
$125,000,000  was  to  be  paid  by  June  1,  $125,- 
000,000  more  by  July  1  and  thereafter  every 
three  months. 

First  Preferred,  Second  Preferred  and  Common 

The  aggregate  amount  of  the  A  and  B  bonds 
is  equivalent  to  about  $12,000,000,000,  and  is 
not  far  from  the  amount  that  Germany  had 
previously  offered  to  pay.  These  bonds  are 
counted  upon  as  marketable  assets.  M.  Jaspar, 
Minister  of  Foreign  Affairs  for  Belgium,  upon 
his  return  to  Brussels  from  attending  the 
meeting  of  the  Supreme  Council  at  which  the 
scheme  was  adopted,  gave  out  an  interview  in 
which  he  stated  that  the  Reparation  Commis- 
sion would  sell  them  to  neutrals  and  Ameri" 
cans,  and  is  quoted  further  as  follows : 

What  was  especially  Interesting  In  this  financial 
scheme  was  that  the  indemnity  due  to  the  Allies  from 
Germany  as  a  political  debt  would  become,  by  Its  sale 
to  Americans  and  Neutrals,  a  commercial  debt,  and 
when  once  a  certain  quantity  of  these  bonds  was  In 
foreign  hands  the  whole  credit  of  Germany  would  be 
affected  If  political  preoccupations  once  more  came 
into  play. 

The  fact  that  the  bonds  of  Series  C  are  not 
distributed,  and  the  statement  of  Mr.  Lloyd- 
George  concerning  them,  shows  that  their 
value  is  regarded  as  prospective  and  more  or 
less  uncertain.  If  industry  and  trade  the  world 
over  have  great  expansion — if  invention,  capi- 
tal accumulations,  and  the  development  of 
regions  like  Russia  and  South  America  in- 
crease the  total  of  international  trade  and 
Germany  secures  a  liberal  share  of  it.  Series 
C  may  become  a  good  asset.  A  large  part  of 
Germany's  pre-war  trade  was  with  Russia  and 
Eastern  Europe,  and  conditions  are  not  favor- 
able to  speedy  recovery  in  that  quarter. 

Sums  Likely  to  be  Realized 

Mr.  Lloyd-George,  in  describing  the  plan  of 
variable  payments,  stated  that  the  proceeds  H 
the  early  years  would  not  be  sufficient  to  pro- 
vide the  interest  upon  all  the  bonds,  but  that 
the  amount  would  increase  with  the  recovery 
of  German  trade.  He  said  that  before  the  war 
German  exports  amounted  to  about  $2,500,- 
000,000,  and  that  at  the  present  time  the  same 
physical  volume  would  amount  to  about  double 
that  sum,  which  would  seem  to  be  rather  a 
liberal  calculation  in  view  of  the  recent  decline 
of  prices.  If  exports  should  amount  to  $5,000,- 
000,000  per  year  the  total  sum  available  for 
payments,  including  the  $500,000,000  fixed  sum 
would  be  about  $1,800,000,000,  approximately 
6  per  cent  on  the  bonds  of  all  three  series. 

German  exporters  are  to  turn  over  to  the 
German  government  foreign  bills  amounting  to 


the  required  percenUge  of  the  value  of  the  ex- 
ports, and  the  government  will  pay  these  over 
to  the  Reparation  Commission,  reimbursing 
the  exporters  in  German  money.  The  plan 
does  npt  contemplate  that  the  exporters  shall 
bear  the  tax,  but  merely  that  they  shall  sup- 
ply the  means  of  paying  it.  The  German  Treas- 
ury will  have  to  reimburse  itself  by  do- 
mestic taxation,  and  that  is  where  the  test  of 
the  plan  will  come.  Can  that  amount  of  taxes 
be  collected  and  exports  at  the  same  time 
maintained  at  the  required  rate? 

Will  the  Plan  Encourage  or  Discourage  ExporU? 

Objection  has  been  made  to  the  plan  of  bas- 
ing payments  upon  German  exports,  on  the 
ground  that  it  would  stimulate  them,  but  the 
plan  is  based  upon  the  sound  theory  that  the 
payments  must  be  accomplished  by  means  of 
exports.  It  is  not  clear  that  the  policy  will 
stimulate  exports.  It  seems  more  likely  to 
prompt  Germany  to  be  more  self-contained 
than  it  has  been  in  the  past,  as  it  is  safe  to  say 
that  not  much  international  trade  is  carried  on 
at  a  profit  as  high  as  26  per  cent.  As  the  indi- 
vidual exporter  does  not  make  the  payment, 
his  incentive  to  sell  is  not  directly  affected,  but 
apparently  the  influence  upon  national  policy 
naturally  will  be  to  discourage  imports,  which 
must  be  paid  for  with  exports. 

A  Definite  Settlement 

Naturally  the  question  rises  whether  or  not 
this  is  a  final  settlement.  It  promises  to  be 
such,  at  least  in  the  sense  that  under  the  plan 
there  will  be  a  practical  demonstration  of  what 
Germany  is  able  to  pay.  There  has  been  room 
for  wide  differences  of  opinion  upon  this  point, 
and  these  have  been  the  main  obstructions  to 
an  agreement.  The  ability  of  Germany  to 
pay,  as  we  have  heretofore  pointed  out,  de- 
pends in  part  upon  the  willingness  of  other 
countries  to  buy  her  products,  and  in  part 
upon  the  willingness  of  the  population  to  work 
for  low  wages  and  consume  little  in  order  that 
their  products  may  be  sold  cheaply  and  ex- 
ported in  large  volume.  The  undertaking  is 
an  experiment  in  indemnity-collection,  in  soci- 
ology and  in  world  trade.  The  Allies  are 
basing  their  expectations  of  getting  anything 
above  about  $12,000,000,000  upon  the  recov- 
ery and  growth  of  German  exports.  If  they 
fail  to  rise  as  anticipated,  there  will  be  noth- 
ing to  do  but  accept  the  situation,  and  perhaps 
eventually  modify  the  fixed  terms,  but  it  does 
not  seem  likely  that  any  serious  crisis  will 
arise  again  over  the  question  of  indemnity 
payments.  In  view  of  the  difficulties  in  which 
the  settlement  was  involved,  and  the  un- 
promising state  of  negotiations  a  few  weeks 
ago,  this  is  a  fortunate  outcome. 


Making  Way  for  Conctnictive  Forces 

The  settlement,  therefore,  may  be  considered 
a  long  step  toward  the  revival  of  trade  and  in- 
dustry in  Europe.  It  was  necessary  that  a  set- 
tlement be  had  before  the  constructive  forces 
could  be  set  to  work  in  earnest.  With  this  ac- 
complished, the  enterprise  and  business  acu- 
men of  all  countries  will  set  to  work  to  revive 
the  old  international  relationships,  and  to  sup- 
ply the  wants  and  utilize  the  industrial  ca- 
pacity of  the  population  of  Europe. 

It  will  take  time  to  bring  order  out  of  the 
existing  confusion,  but  as  progress  is  made 
and  confidence  grows,  the  new  development 
will  be  accelerated.  There  is  reason  to  be- 
lieve that  the  great  body  of  the  people  through- 
out Europe  are  sick  of  agitation,  strife,  idleness 
and  privation,  and  would  like  to  have  peace, 
order,  work  and  regular  pay  days.  Once  con- 
ditions are  settled  and  the  people  everywhere 
turn  their  minds  from  agitation  to  industry  in 
a  spirit  of  co-operation,  the  improvement 
should  be  rapid. 

Europe  has  great  need  for  the  food  products 
and  raw  materials  of  the  United  States,  and 
although  the  means  of  payment  are  not  at  hand 
that  difficulty  surely  can  be  overcome,  once  it 
is  evident  that  the  period  of  disorder  is  past 
and  that  an  era  of  reconstruction  and  progress 
has  really  begun. 

British  Coal  Strike. 

An  illustration  of  how  the  interests  of  na- 
tions are  knit  together  is  afforded  by  the 
relation  of  the  British  coal  strike  to  the  Spa 
agreement.  That  agreement,  entered  upon 
last  Fall,  required  the  German  government  to 
increase  its  deliveries  of  Ruhr  coal  to  Franct 
to  2,000,000  tons  per  month,  which  in  view  of 
the  depression  of  industry  that  soon  followed, 
proved  to  be  more  coal  than  France  could 
use  in  addition  to  her  own  supplies,  and  part 
of  it  was  offered  for  sale  in  outside  markets. 
Prior  to  that  France  was  buying  important 
quantities  of  coal  from  England,  and  with  the 
loss  of  the  French  market,  and  with  the 
French  offerings  of  Ruhr  coal  outside,  the  de- 
mand for  Welsh  coal  was  so  seriously  affected 
that  the  price  fell  below  the  cost  of  produc- 
tion, the  government  to  avoid  losses  turned 
the  mines  back  to  the  owners  and  the  latter 
inaugurated  a  wage  cut  so  severe  that  it 
brought  on  the  strike.  When  a  situation  is  as 
complicated  as  the  world  situation  is  at  this 
time  no  one  cause  may  be  charged  with  all 
responsibility  for  general  results,  but  undoubt- 
edly the  Spa  requirement  has  been  a  factor  in 
this  coal  situation. 

It  is  one  illustration  of  the  many  appearing 
from  day  to  day,  showing  that  the  fundamen- 
tal interests  of  all  nations  are  complementary 
and  in  harmony,  instead  of  in  conflict.     The 


competitive  conditions  upon  which  so  much 
emphasis  is  laid  are  superficial  and  relatively 
unimportant,  just  as  the  competitive  conditions 
which  exist  within  each  country  are  inciden- 
tal to  the  organization  of  industry.  Competi- 
tion is  the  method  by  which  individuals  and 
nations  find  their  places  in  the  industrial  or- 
ganization, but  there  is  work  enough  and  busi- 
ness enough  for  all.  Prosperity  is  found  for 
all  in  a  state  of  balanced  industry,  which  en- 
ables each  country  to  exchange  its  products 
for  the  products  of  others.  The  prostration  of 
industry  at  present  all  over  the  world  is  due 
to  a  state  of  social  and  industrial  disorganiza- 
tion that  is  preventing  the  normal  exchanges 
from  being  made.  The  remedy  is  not  in  mea- 
sures that  arbitrarily  interfere  with  trade,  the 
far-reaching  effects  of  which  cannot  be  fore- 
seen, but  in  closer  co-operation  to  restore  nor- 
mal production  and  trade  throughout  the 
world. 

United  States  Government  Finance. 

The  letter,  dated  April  30  last,  addressed 
by  Secretary  Mellon  to  the  Chairman  of  the 
Ways  and  Means  Committee  of  the  House 
of  Representatives  gave  a  succinct  statement 
of  the  condition  of  the  national  finances  which 
it  would  be  well  for  bankers,  business  men,  and 
all  others  who  wish  to  be  familiar  with  the 
problems  now  confronting  the  Treasury,  to 
study.  The  interest  upon  the  public  debt  alone 
now  calls  for  a  sum  greater  than  the  total 
revenues  of  the  national  government  before 
the  war,  there  are  other  heavy  items  of  more 
or  less  permanent  expenditures  resulting  from 
the  war,  and  a  higher  scale  of  expenditures  in 
all  departments  of  the  government.  The  num- 
ber of  employes  on  the  civil  list  on  June  30, 
1914,  was  482,121,  on  July  1,  1920  was  691,116, 
and  on  December  31,  1920  was  640,175.  It  is 
a  difficult  task  to  reduce  the  number  of  gov- 
ernment employes,  but  the  President  has 
pledged  his  administration  firmly  to  that  pur- 
pose. 

The  Public  Debt 

The  total  outstanding  bonded  debt  on  March 
31,  1921,  was  $16,163,218,620.  In  addition  to 
this  there  were  short-term  issues  as  follows : 

victory  Liberty  Loan »4.100,4oS.105.00 

Treasury  Certmcatea  (all  kinds) 2,754,841.460.00 

War    Savings    Stamps    (net   cash   re- 

ceipU)    7:3.659.586.89 

Total  short-term  debt $7,578,954,141.89 

The  Secretarv  calculates  that  a  reduction 
of  perhaps  $1,000,000,000  in  the  floating  debt 
may  be  accomplished  in  the  next  two  years, 
through  the  operation  of  the  sinking  fund  and 
other  redemptions.  Including  $2.?7,931. 635.94 
of  debt  upon  which  interest  has  ceased,  the 
total  gross  debt  on  March  31  was  $23,980,104.- 
397.83. 


The  $4,100,000,000  of  Victory  Loan  notes  are 
redeemable  on  June  15  and  December  15,  1922, 
but  fall  due  on  May  20,  1923.  All  of  the 
Treasury  certificates  and  most  of  the  War 
Savings  certificates  have  maturities  within  the 
latter  date.  In  all,  they  sum  up  a  formidable 
array  of  payments  called  for  in  the  next  two 
years,  which  must  be  provided  for  in  the  main 
by  refunding  operations. 

The  absorption  of  billion  dollar  loans  in  time 
of  peace  by  voluntary  subscriptions  obviously 
is  a  very  different  thing  from  the  placing  of  a 
like  amount  in  war  time  through  a  nation- 
wide organization  which  reached  into  every 
township  and  virtually  fixed  a  quota  for  every 
neighborhood.  On  the  other  hand,  a  refund- 
ing operation  does  not  call  for  new  money; 
it  replaces  old  securities  with  new,  and  returns 
to  the  money  market  all  the  money  it  takes 
from  it.  Nevertheless,  such  operations  on  a 
great  scale  may  seriously  disturb  the  financial 
markets. 

Refunding   Operations 

The  Treasury  doubtless  will  plan  its  offer- 
ings to  induce  the  present  holders  of  Victory 
notes  to  exchange  them  for  the  new  issues, 
and  to  reduce  the  amount  of  the  floating  debt 
by  conversion  into  investment  securities,  as 
fast  as  this  is  practicable. 

It  is  evident  that  the  situation  is  very  differ- 
ent from  that  of  war  time,  when  the  original 
flotations  were  made,  and  that  the  public  must 
be  approached  in  a  different  manner.  Sub- 
scribers generally  will  consider  the  new  offer- 
ings from  the  standpoint  of  personal  choice 
and  self-interest ;  they  will  take  the  new  se- 
curities if  they  want  them  as  an  investment, 
otherwise  not;  which  means  that  the  interest 
return  must  bear  a  satisfactory  relation  to 
current  market  rates. 

In  other  words  the  policy  maintained  in 
war  time  of  placing  government  securities  be- 
low the  rate  at  which  the  market  would  vol- 
untarily take  them  as  investments  is  no 
longer  practicable.  The  results  of  that  policy 
in  war  time  are  now  evident  in  the  present 
market  prices  of  the  Liberty  issues  and  in  the 
comments  of  disgruntled  former  holders  who 
sold  at  a  loss.  Moreover,  the  results  of  that 
policy  have  reached  far  beyond  the  losses 
taken  by  the  bond  subscribers.  The  low  in- 
terest rate  on  the  bonds  dictated  a  low  inter- 
est rate  upon  loans  at  the  Federal  Reserve 
banks,  and  by  stimulating  inflation  probably 
increased  the  cost  of  the  war  to  an  extent  that 
more  than  offset  the  saving  of  bond  interest. 
And  this  influence  upon  the  discount  rate  con- 
tinued long  after  the  government  flotations 
had  been  accomplished,  and  hampered  the  ac- 
tion of  the  Federal  Reserve  authorities  in 
dealing  with  the  credit  situation  as  it  should 
have  been  dealt  with  in  the  year  following  the 


armistice.  The  country  would  be  vastly  bet- 
ter o<T  today  if  the  advance  of  wages  and 
prices  which  accompanied  the  increase  of 
bank  loans  from  the  spring  months  of  1919  to 
the  fall  months  of  1920  had  not  taken  place. 
That  ground  is  now  being  slowly  and  pain- 
fully retraced,  while  business  stagnates  and 
millions  of  people  are  out  of  employment.  The 
public  assents  to  rising  wages  and  prices  more 
readily  than  to  falling  wages  and  prices,  but 
they  never  go  up  under  the  influence  of  credit 
inflation  without  coming  down  afterward  with 
the  same  attendant  conditions  that  we  have 
today. 

No  Refanding  of  the  Liberty  Loan* 

There  has  been  some  agitation  in  favor  of 
refunding  the  Liberty  bonds,  in  order  to  raise 
them  to  the  market  level,  as  an  act  of  justice 
to  subscribers.  There  are  very  substantial  ob- 
jections to  doing  this.  A  refunding  operation 
which  included  all  of  these  issues  would  be 
on  such  a  tremendous  scale  as  to  seriously 
disturb  all  security  values  and  make  the  re- 
funding operations  themselves  unsatisfactory. 
Finally,  and  this  is  conclusive  in  itself,  so  many 
of  the  Liberty  bonds  have  passed  out  of  the 
hands  of  the  original  subscribers  at  a  loss  that 
any  change  in  the  terms  which  would  improve 
the  position  of  present  holders  would  occasion 
much  dissatisfaction.  The  market  price  of  the 
bonds  has  been  adjusted  to  the  interest  rate, 
and  hundreds  of  millions,  in  value,  have 
changed  hands  on  that  basis.  It  is  too  late  to 
change  the  interest  rate,  except  as  the  bonds 
mature.  Subscribers  who  hold  until  then  will 
get  their  principal,  dollar  for  dollar. 

Several  Refunding;  Issues 

Secretary  Mellon  has  indicated  his  purpose, 
instead  of  attempting  a  single  issue  to  clean 
up  the  outstanding  short-term  indebtedness,  to 
bring  out  several  issues  of  different  terms  up 
to  five  years,  which  is  the  limit  of  his  present 
authority,  thus  spreading  the  maturities  in 
such  manner  as  to  facilitate  future  refunding 
operations,  and  postponing  the  permanent 
financing  until  conditions  are  more  favorable 
than  they  are  now,  or  can  be  in  the  near  fu- 
ture. While  he  is  pursuing  this  plan  he  will 
continue  to  offer  Treasury  Certificates  as  the 
market  is  able  to  take  them  conveniently,  and 
to  the  extent  that  may  be  necessary  to  avoid 
overloading  the  investment  market. 

Undoubtedly  this  program  represents  sound 
policy.  It  is  not  desirable  for  the  Treasury 
to  do  any  long-term  financing  while  the  money 
market  is  under  the  pressure  for  capital  that 
exists  at  this  time.  Better  terms  can  be  had 
later. 

The  ideal  way  to  dispose  of  the  Treasury 
certificates  would  be  to  pay  them  off  gradually 
from  surplus  revenues,  but  the  effect  of  busi- 


ness depression  upon  the  revenues  and  the 
pressure  for  relief  from  taxation  makes  doubt- 
ful any  calculation  upon  surplus  revenues  until 
times  are  more  prosperous. 

The  Treasury  Certificates 

It  is  very  desirable  to  clear  the  banks  of  the 
paper  created  by  war-time  financing  as  rapid- 
ly as  possible  and  to  get  all  of  the  public  debt 
that  must  run  for  years  out  of  the  short 
money  market  and  into  the  hands  of  investors. 
This  would  reduce  inflation  and  confine 
the  use  of  bank  credit  to  regular  busi- 
ness. It  must  be  recognized,  however,  that 
a  condition  has  been  inherited  from  war-time 
which  cannot  be  cured  immediately.  The 
banking  situation  is  loaded  with  paper  created 
for  war  purposes  which  can  be  disposed  of 
only  as  the  savings  of  the  country  are  able  to 
absorb  it.  There  is  no  present  fund  anywhere  to 
take  it  up.  Tiie  investment  market  is  in  no 
condition  to  take  several  billions  of  additional 
government  obligations.  Interest  rates  in 
that  field  are  7  to  8  per  cent,  and  large 
oiTerings  would  not  only  send  rates  higher 
and  interfere  with  necessary  financing  for 
the  railroads  and  industries,  but  affect  all 
outstanding  securities  unfavorably.  The  ef- 
fect of  transferring  government  obligations 
from  the  banking  field  to  the  investment 
field  would  be  to  crowd  other  securities  into 
the  banks,  making  the  latter  even  less  liquid 
than  at  present.  So  long  as  the  credit  situa- 
tion is  such  that  the  banks  must  carry  some 
kind  of  government  obligations,  or  of  invest- 
ment securities,  it  is  best  to  accept  Treasury 
certificates  as  the  form  most  suitable  for  bank 
holdings. 

Governmental  Expenditures 

Secretary  Mellon  states  the  ordinary  expen- 
ditures of  the  government  for  the  first  three- 
quarters  of  the  current  fiscal  year  to  have 
been  $3,783,771,996.74,  or  at  the  rate  of  about 
$5,000,000,000  per  year.  He  estimates  ordi- 
nary expenditures  in  the  fiscal  year  ending 
June  30,  1922,  at  $4,014,522,168,  and  total  dis- 
bursements, including  the  sinking  fund  and  re- 
demptions of  public  debt,  at  $4,565,877,033.  He 
estimates  the  receipts  at  $4,547,643,000,  but 
includes  in  the  latter  $225,026,000  from  inter- 
est on  foreign  obligations.  He  says  of  these 
estimates  for  the  coming  fiscal  year: 

The  estimates  for  the  fiscal  year  1922  are  subject 
to  great  uncertainty  as  to  both  receipts  and  expendi- 
tures. The  estimated  collections  of  $3,700,000,000  of 
Internal  taxps  are  based  on  the  provisions  of  existlnK 
law,  and  are  1856,000,000  loss  than  the  estimated  col- 
lections for  1921,  chiefly  because  of  the  shrinkage  in 
business.  They  are  liable  to  be  somewhat  further  re- 
duced from  the  same  cause.  Tlie  estimated  ordinary 
expenditures  of  J'l.Ol'), 000,000  will  on  their  part  be  af- 
fected by  appropriations  which  are  still  to  be  made. 
The  estimated  expenditures  of  the  War  Department 
and  the  Navy  Department,  aggregating  over  $1,100,- 
000,000  for  1922,  wUl  depend  largely  upon  the  military 


and  naval  policy  adopted  by  the  Congress  at  the 
present  session.  The  estimate  of  about  $545,000,000 
for  payments  to  the  railroads  in  1922  is  made  neces- 
sary by  the  provisions  to  the  Transportation  Act, 
1920,  and  increased  estimates  from  the  Director  Gen- 
eral of  Railroads.  In  the  absence  of  drastic  cuts  in 
military  and  naval  expenditures,  there  is  almost  no 
prospect,  according  to  the  estimates,  of  any  substan- 
tial available  surplus  even  in  the  fiscal  year  1922. 

The  Hon.  James  W.  Good,  Chairman  of  the 
House  Committee  on  Appropriations,  has  con- 
trasted the  appropriations  for  the  support  of 
the  Government  in  the  years  1916  and  1922  as 

follows : 

Fiscal  Tear  Fiscal  Year 

1916.  1922. 

Agriculture  $22,971,782.00  $36,404,259.00 

Army    101,959,195.87  346,703,906.80« 

Diplomatic  and  Consular    4,040.446.66  9,326,550.79 

District  of  Columbia 11.859,584.45  19, 41:;, 412.99 

Fortifications  6.060,216.90  8,038.017.00 

Indian  9,325,455.00  9,761,554.67 

Legislative,  Kxecutive 

and  Judic 36,904,799.75  110,345,018.75 

Military  Academy  1,069,813.37 

Navy  149,661,864.88  396,001, 249.23t 

Pension    164.100,000.00  265.500,000.00 

Post  Office 313,364,667.00  574,057,552.00 

River  &  Harbor „..     33,982,000.00  15,250.000.00 

Sundry   Civil   122,940,750.79  384,196,760.41 

Deficiencies    12,279,997.08  200,000,000.005 

Permanent  Annual   . 121,567.207.00  1,335,776,360.87 

Miscellaneous    2,402,923.34  20,000,000.00 

Losses  Government 
Control  Railroads 

(estimated)    175,000,000.00 

Federal  Roads  Aid 

(estimated)    100,000,000.00 

TOTAL  $1,114,490,704.09  $4,005,773,642.61 

•  As  it  passed  Congress,  Including  Military  Academy, 
t  As  it  passed  the  House,  during  the  last  Session  of 
Congress, 
i  Estimated. 

Mr.  Good  has  explained  the  principal  in- 
creases as  follows : 

While  the  requirements  for  the  next  year  wlU  aggre- 
gate approximately  $2,900,000,000  more  than  they  were 
for  the  fiscal  year  1916,  this  increase  is  due  almost 
wholly  to  our  participation  in  the  recent  War,  and 
the  increased  cost  of  our  military  and  naval  establish- 
ments. Of  this  Increase  $922,000,000  is  chargeable  to 
Interest  on  the  war  debt,  $266,000,000  for  the  sinking 
fund  to  pay  on  the  principal  of  said  debt;  $325,000,000 
Is  chargeable  to  soldier  relief  and  increases  in  pen- 
sions; $500,000,000  is  for  the  Increase  for  the  National 
defense;  $176,000,000  is  to  pay  losses  growing  out  of 
Government  control  of  the  railroads  during  the  War, 
and  $200,000,000  Is  included  as  a  deficiency  to  take  care 
of  indefinite  obligations  created  during  the  War. 
These  items  alone  total  $2,300,000,000,  and  are  charge- 
able directly  to  war  conditions.  Included  in  the  $4.- 
000,000,000  Is  $100,000,000  for  Federal  aid  in  the  build- 
ing of  public  highways,  and  $231,000,000  Is  Included  as 
Increased  cost  of  operating  the  postal  service,  leaving 
less  than  $276,000,000  of  the  excess  unaccounted  for. 
This  excess  Is  made  up  of  many  minor  items,  and  a 
close  analysis  of  the  items  which  make  up  this  sum 
discloses  the  fact  that  a  great  deal  of  it  Is  chargeable 
to  war  conditions. 

The  Foreign  Debt 

The  foregoing  calculations  upon  refunding 
operations  and  Treasury  revenues  are  made 
without  including  any  prospective  payments 
on  account  of  the  indebtedness  of  foreign  gov- 
ernments, excepting  $225,026,000  as  interest  in 
the  fiscal  year  1922.     No  statement  is  made 


as  to  the  source  from  which  this  sum  is  ex- 
pected, but  it  about  corresponds  to  the  annual 
interest  on  the  British  debt.  The  Chancel- 
lor of  the  British  Exchequer,  however,  in  pre- 
senting the  Budget  for  the  year  ending  March 
31,  1922,  to  the  House  of  Commons  on  April 
25,  stated  that  no  estimate  was  included  for 
interest  on  the  American  debt,  but  that  such 
payment  would  begin  in  the  fiscal  year  1922-23. 

The  fact  is  that  agreeable  as  it  would  be  to 
have  domestic  taxation  lightened  and  the  do- 
mestic debt  reduced  by  receiving  payments 
upon  these  foreign  debts,  there  are  two  sides 
to  the  question  whether  such  payments  in  the 
near  future  will  be  advantageous  to  this  coun- 
try. We  expressed  the  opinion  last  Fall  that 
it  would  have  been  better  for  this  country  to 
have  taken  a  renewal  of  the  $400,000,000  then 
paid  on  the  Anglo-French  loan  than  to  have 
had  that  amount  paid,  the  reason  being  that 
for  the  time  being  we  were  more  interested  in 
having  Europe  buy  our  products  than  pay 
the  old  debt.  That  is  still  the  situation.  What- 
ever debt-paying  power  Europe  has  at  present 
will  be  used  more  advantageously,  both  to 
those  countries  and  to  us,  if  expended  for  the 
American  products  of  which  those  countries 
stand  in  need,  and  of  which  we  have  a  surplus, 
than  in  cancelling  the  debts  owing  to  this  gov- 
ernment. 

Current  exchange  rates  show  that  in  all  the 
countries  of  Europe  the  demand  for  the 
means  of  making  private  payments  in  the 
United  States  far  exceeds  the  supply.  The 
high  rates  for  New  York  exchange  prevailing 
throughout  Europe  are  a  serious  obstacle  to 
our  exports  now,  and  if  the  debtor  government 
enter  the  exchange  markets  in  competition  with 
private  buyers,  these  rates  will  be  forced 
higher. 

At  a  time  when  the  uppermost  question  in 
American  business  circles  is  the  provision  of 
credits  to  enable  Europe  to  buy  in  our  mar- 
kets, it  would  be  strange  policy  for  us  to  ask 
our  debtors  in  Europe  to  use  what  buying 
power  they  possess  for  cancelling  indebtedness 
to  the  United  States  Treasurj'. 

The  ultimate  disposition  of  the  foreign 
loans  held  by  the  United  States  govern- 
ment probably  will  be  by  refunding  op- 
erations in  this  market,  but  they  are  hardly 
practicable  until  the  foreign  governments  have 
reached  the  position  where  they  can  make 
the  regular  interest  payments,  and  our  trade 
relations  have  reached  such  a  condition  of  nor- 
mality as  will  permit  of  the  payments  being 
made  without  disturbing  the  exchanges  and  in- 
terfering with  our  exports.  The  exchange  po- 
sition is  bad  enough  now,  without  having  it 
complicated  by  debt  payments. 


Taxation  Measures 

The  appropriate  committees  of  both  houses 
of  the  Congress  are  considering  tax  measures. 
The  general  sentiment  favors  a  repeal  of  the 
excess  profits  taxes  and  higher  surtaxes  upon 
incomes.  Mr.  Good  recommends  higher  taxes 
upon  luxuries,  including  liquors  for  medicinal 
use  and  tobaccos.  He  recommends  that  the 
taxes  on  transportation  be  repealed.  Secre- 
tary Mellon  advises  that  sufficient  new  or 
additional  taxes  of  wide  application  be  adopted 
to  bring  the  internal  revenues  to  $4,000,000,- 
000,  after  repealing  the  excess  profits  taxes 
and  modifying  the  income  surtaxes.  He  would 
like  to  have  the  taxes  on  transportation  re- 
pealed, but  as  they  produce  $330,000,000  their 
removal  would  necessitate  other  levies  to  pro- 
duce that  amount. 

The  Economic  Policies  Commission  of  the 
American  Bankers  Association,  reporting  to 
the  Executive  Council  of  that  body  at  Pine- 
hurst  last  month,  made  the  following  declara- 
tion relative  to  the  transportation  taxes: 

We  believe  that  the  jircsent  taxes  upon  transporta- 
tion, and  particularly  those  based  upon  freight 
charges,  should  be  repealed.  The  low  prices  now  pre- 
vailing for  commodities  make  the  present  costs  of 
transportation  much  more  burdensome  to  producers 
than  when  these  taxes  were  adopted  in  the  present 
law,  and  we  are  of  the  opinion  that  no  part  of  our 
system  of  taxation  is  more  harmful  to  business  or 
more  indefensible  at  this  time. 

This  Commission  reported  the  following 
general  declaration  upon  the  subject  of  tax- 
ation, favoring  a  broadening  of  the  base  of 
our  system  by  having  more  consumption  taxes, 
and  particularly  of  taxes  upon  articles  of 
luxury : 

It  Is  an  established  principle  that  taxation  should 
bo  so  directed  as  to  cause  the  least  practicable  inter- 
ference with  the  normal  operations  and  development 
of  industry,  for  it  is  only  by  production  that  taxation 
can  be  mot  or  the  standard  of  living  maintained  and 
advanced.  The  narrow  range  of  our  taxation  during 
and  since  the  war  has  concentrated  the  collections 
upon  that  portion  of  the  national  Income  which  if  not 
so  taken  would  be  naturally  available  for  increasing 
the  capital  fund,  upon  which  industrial  expansion  de- 
pends. The  effects  are  seen  in  the  scarcity  of  capital 
for  building  and  development  work,  high  interest  rates 
and  stagnation  of  enterprise.  While  recognizing  the 
soundness  of  the  principle  that  taxes  should  be  dis- 
tributed with  reference  to  ability  to  pay,  we  believe 
it  to  be  in  the  interest  of  sound  nnance  and  for  the 
general  good  that  the  base  under  our  system  of  taxa- 
tion shall  be  broadened  by  increasing  the  amount 
raised  through  consumption  taxes.  A  recent  state- 
ment by  the  Treasury  Department  makes  an  esti- 
mate, based  upon  official  Information,  showing  an  ex- 
penditure in  this  country  of  approximately  $22,000,- 
000,000  per  year  for  commodities  classed  as  luxuries. 
While  the  list  Includes  many  goods  of  recognized 
utility,  It  clearly  indicates  ability  on  the  part  of  the 
consumers  to  pay  taxes  for  the  support  of  the  na- 
tional government,  and  we  hold  the  opinion  that  even 
if  increased  taxation  based  upon  this  consumption  has 
the  effect  of  reducing  such  purchases  In  some  degree, 
the  results  will  be  less  harmful  than  the  curtailment 
of  capital  accumulations  which  results  from  the  ex- 
isting system.  We.  therefore,  are  opposed  to  narrow- 
ing or  restricting  the  present  policy  of  levying  excise 
taxes,  or  sales  taxes,  and  favor  raising  more  revenues 


by  tills  method.  Instead  of  directing  tivxation  so 
largely  at  what  people  are  saving,  we  would  direct 
more  of  It  at  what  they  arc  spending. 

Military  and  Naval  Expenditures 

During  the  recent  debate  in  the  Senate  upon 
the  pending  naval  appropriation  bill,  a  senator 
speaking  in  favor  of  reductions  charged  that 
the  chief  influence  for  large  expenditures  upon 
the  navy  was  from  the  large  banking  corpora- 
tions with  foreign  interests  who  wanted  a  big 
navy  to  protect  or  promote  their  private  in- 
terests. The  statement  hardly  can  be  dignified 
as  a  charge  but  it  seems  to  be  a  current  notion 
in  some  parts  of  the  country,  and  in  that  con- 
nection it  may  be  interesting  to  read  the  fol- 
lowing paragraph  from  the  report  of  the  Eco- 
nomic Policies  Commission  of  the  American 
Bankers  Association,  taken  from  its  report 
made  at  Pinehurst: 

In  view  of  the  enormous  percentage  of  the  annual 
budget  which  represents  the  cost  of  wars  in  the  past, 
we  urge  that  the  estimates  for  the  military  and  naval 
appropriations  be  carefully  considered,  with  a  view  to 
reducing  them  wherever  possible,  and  we  trust  that 
the  influence  of  the  United  States  Government  will  be 
oxorled  toward  promoting  an  amicable  arrangement 
among  all  nations  for  dellnitely  limiting  and  reducing 
this  class  out  of  outlays  in  the  future. 

The  bank  officials  who  subscribed  to  and 
submitted  the  foregoing  represented  the  fol- 
lowing named  institutions: 

International  Acceptance  Bank,  Inc.,  New  York. 

National  City  Bank  of  New  York. 

National   Shawmut  Bank,  Boston. 

National  Exchange   Bank,  Baltimore. 

Hibernia  State  Bank,  New  Orleans. 

First  National  Bank,  Los  Angeles. 

Omaha  National  Bank,  Omaha. 

First  Trust  and  Savings  Bank,  Chicago. 

Fletcher  Savings  &  Trust  Co.,  Indianapolis. 

First  National  Bank,  Youngstown. 

Peoples  State  Bank,  Detroit 

The  Proceeds  of  Foreign  Loans. 

We  have  had  occasion  to  note  heretofore 
that  criticism  was  being  directed  at  foreign 
loans  offered  in  this  market,  on  the  ground 
that  no  obligation  was  imposed  for  the  ex- 
penditure of  the  proceeds  in  the  United  States, 
and  that  in  fact  they  had  been  used  in  some 
instances  for  making  payments  elsewhere. 
News  reports  from  Washington  recently  have 
repeated  criticisms  of  this  character  and  in- 
dicated that  they  were  being  urged  upon  the 
attention  of  the  public  authorities. 

Nobody  will  take  issue  with  the  proposition 
that  the  available  capital  funds  of  this  coun- 
try should  be  utilized  at  this  time  in  ways 
most  practically  helpful  to  American  business 
interests,  and  especially  the  producing  inter- 
ests. That  is  where  everybody  wants  them 
to  be  used,  and  the  fact  is  that  with  interest 
rates  and  exchange  rates  as  they  are  that  is 
practically  the  only  use  that  can  be  made  of 
them. 

With  New  York  exchange  at  a  premium  all 
over  the  world,  and  gold  flowing  in  this  dircc- 


tion  wherever  gold  is  free  to  move,  it  is  evi- 
dent that  none  of  the  proceeds  of  loans  made 
in  this  market  are  likely  to  be  withdrawn 
from  this  country  in  any  other  form  than 
that  of  our  goods  or  products.  The  fact  that 
people  in  all  parts  of  the  world  are  paying 
transportation  charges  on  gold  to  the  IJnited 
States,  for  the  purpose  of  exchanging  it  for 
products,  is  sufficient  proof  that  it  is  not 
advantageous  under  present  conditions  to  bor- 
row gold  here  with  the  purpose  of  moving  it  to 
some  other  market.  Nothing  of  the  kind  is 
taking  place. 

It  is  true,  however,  that  the  position  of  the 
United  States,  and  of  New  York  as  a  banking 
center  is  now  such  that  a  bank  credit  in  New 
York  may  be  advantageously  used  as  a  means 
of  payment  in  other  countries.  That  is  a  po- 
sition in  which  London  at  one  time  was  pre- 
eminent, but  New  York  is  now  a  rival.  The 
practice  of  using  New  York  credit  to  settle 
accounts  around  the  world  is  not  disadvan- 
tageous to  this  country.  It  tends  to  make  this 
a  money  center  and  encourages  the  people  of 
other  countries  to  keep  funds  here.  The  funds 
are  not  necessarily  removed  by  being  checked 
against ;  that  is  illustrated  in  common  banking 
experience. 

Exampks  of  Transfers 

One  of  the  loans  against  which  criticism  was 
directed  a  year  or  so  was  the  Norwegian 
loan,  which  was  said  to  have  been  used  to  pay 
for  the  building  of  ships  in  England.  Perhaps 
some  of  the  credit  was  used  in  that  way,  but 
if  so  it  was  used  in  turn  by  English  holders 
for  purchases  in  the  United  States.  What  dif- 
ference did  it  make  whether  the  purchases  in 
the  United  States  were  made  by  Norwegians 
or  English?  Similar  criticism  was  made  of 
the  Swiss  and  Danish  loans,  but  in  each  in- 
stance the  credits  were  finally  extinguished  by 
purchases  or  the  payments  of  debts  in  this 
country,  whatever  the  intermediate  use  of  the 
funds  may  have  been.  If  the  credits  were  use- 
ful in  several  transactions  instead  of  one  only 
it  illustrates  the  complexity  of  international 
trade  and  the  manner  in  which  many  interests 
are  interrelated.  It  may  be  that  the  interests 
of  several  parties  including  ourselves  are  best 
served  by  having  the  credit  pass  through  sev- 
eral hands.  What  if  Switzerland  drew  a  draft 
on  New  York  to  pay  for  coal  in  Germany  and 
Germany  used  the  draft  to  buy  cotton  in  the 
United  States?  Such  transactions  illustrate  a 
community  of  interests  in  which  it  is  desirable 
for  us  to  participate,  for  they  tend  to  improve 
the  entire  situation. 

The  presumption  always  is  in  favor  of  al- 
lowing the  parties  immediately  concerned  to 
manage  their  affairs  in  the  manner  which  they 
find  most  economical  and  effective,  and  in  the 


matter  of  foreign  loans  it  is  enough  that  ex- 
isting conditions  will  compel  the  final  use  of 
the  credits  of  this  country. 

Foreign  Banks  in  New  York. 

The  General  Assembly  at  Albany  adjourned 
without  acting  upon  the  bill  to  permit  foreign 
banking  institutions  to  operate  branches  in 
this  State.  Although  some  opposition  has 
developed  to  this  measure  it  probably  would 
pass  if  a  vote  upon  it  was  reached.  Its  failure 
to  become  a  law  puts  the  State  in  the  light  of 
pursuing  a  narrow  and  inhospitable  policy, 
and  reflects  upon  the  whole  country  in  that 
respect,  because  New  York  City  is  the  bank- 
ing center  of  the  country  and  the  place  where 
foreign  banks  would  like  first  to  locate. 

While  foreign  bank  offices  in  New  York 
would  be  competitors  of  New  York  banks 
that  is  a  narrow  view  to  take  of  the  proposi- 
tion. Foreign  banking  institutions  would 
bring  new  business  to  New  York.  The  more 
banks  there  are  in  this  city,  and  the  more  coun- 
tries they  represent,  the  more  deposits  there 
will  be  here,  and  the  greater  New  York  will 
be  as  a  world  financial  center,  to  the  advantage 
of  the  whole  country,  the  banking  business  in- 
cluded. 

There  is  another  feature  of  the  situation 
which  is  entitled  to  attention  and  that  is  the 
fact  that  a  narrow  policy  on  the  part  of  this 
country  toward  fbreign  banks  desiring  to  do 
business  here  inevitably  incites  antagonism  to 
American  banks  doing  business  in  other  coun- 
tries. The  United  States,  for  the  sake  of  its 
trade  interests,  is  interested  in  a  reciprocal 
policy  in  such  matters.  American  banks  have 
no  reason  to  fear  the  results  of  such  a  policy 
and  certainly  all  other  interests  should  favor  it. 

Why  is  Money  Tight? 

We  have  received  the  following  from  a  bank 
located  in  one  of  the  western  states,  describing 
with  some  detail  the  change  that  has  come  over 
the  condition  of  a  typical  country  bank  in  an 
agricultural  community  in  the  past  year,  and 
asking  a  common  Questiou : 

"Where  has  all  the  money  gone  to?"  This  question 
has  been  asked  me  at  least  a  hundred  times  in  the 
last  six  months  and  has  perplexed  me  sorely.  I  read 
the  banking  and  trade  journals  assiduously  but  no 
where  have  I  seen  offered  a  comprehensive  or  satis- 
factory answer  to  this  question. 

Take  for  instance  the  case  of  our  little  bank  which 
is  a  typical  example  of  the  general  banking  situation 
in  this  agricultural  section  of  the  country.  A  year 
ago  our  deposits  were  1915,000  and  today  they  are 
$573,000.  or  a  drop  of  $342,000.  A  year  ago  our  loans 
were  $875,000  and  today  they  are  $618,000  or  a  reduc- 
tion of  $258,000.  A  year  ago  at  this  time  when  we  first 
felt  the  pinch  of  the  present  depression,  we  longed  for 
the  coming  of  fall  so  that  we  would  realize  on  the 
coming  crop  and  thus  end  the  credit  stringency.  Af- 
ter having  sold  most  of  our  crop,  including  hogs  and 
cattle,  we  are  today  borrowing  $165,000  as  against 
$30,0u0  a  year  ago.  Besides  returns  from  the  crop,  our 
customora  have  sold  within  the  last  twelve  months. 


protebly  betwem  tfl.Mt  and  $100,000  worth  ot  Ub- 
«rty  Bonds.  I  r«ttarmt«  thmt  our  Institution  la  indica- 
tive of  th«  reneral  banking  Bltuatlon  In  thla  agricul- 
tural territory. 

Amonc  the  cause*  one  hears  for  the  scarcity  of 
money  are:  Reduction  of  deposits  through  liquida- 
tion of  loans,  speculation,  extravasance.  and  foreign 
loans. 

Of  course,  deposits  have  been  reduced  through  a 
liquidation  of  loans,  but  if  that  Is  a  primary  cause, 
why  would  not  the  loons  and  discounts  of  the  bonks 
stand  at  the  same  ratio  today  as  they  did  a  year  ago? 
It  Ih  my  understanding  that  banks  In  every  section  of 
the  country  have  less  deposits  than  they  had  a  year 
ago  and  that  they  are  borrowing  more  money  than 
they  did  at  that  time.  Speculation  docs  not  seem 
to  offer  the  satisfactory  explanation  because  it  would 
appear  to  me  that  speculation  was  merely  a  shifting 
of  funds  from  one  person  or  from  one  section  of  the 
country  to  another. 

If  I  buy  something  from  you  (or  the  purpose  of 
speculation.  I  pay  for  It,  at  least  in  part,  and  It  ap- 
pears to  me  there  is  Ju.st  as  much  money  or  bank 
credit,  or  whatever  you  may  wish  to  call  it,  in  ex- 
istance  after  the  transfer  as  before. 

I  cannot  clearly  see  how  extravagance  would  effect 
a  diminution  of  funds,  but  that  it  would  merely  bring 
about  a  shifting  of  funds  from  one  person  or  class 
of  people  to  another.  SuppoHC  the  middle  west  spent 
half  its  income  on  automobiles  and  silk  shirts.  The 
purchase  price  of  these  commodities  would  be  received 
by  manufacturers  in  the  east  and  would  be  dispersed 
to  laborers  and  through  the  regular  channels  of  trade. 
The  funds  In  the  hands  of  new  holders  might  not  be 
as  productive  as  though  it  had  been  retained  in  the 
middle  west  and  invested  in  cattle,  silos,  and  farm 
machinery,  but  I  cannot  see  how  this  shifting  would 
bring  about  any  diminution  of  funds. 

Foreign  loans  are  advanced  as  a  cause  for  the 
scarcity  of  money  but  my  understanding  is  that  the 
proceeds  of  these  loans  were  used  to  retire  a  current 
indebtedness  owed  In  this  country  or  to  purchase 
goods  manufactured  in  this  country,  and  that  none 
of  this  money  was  exported  to  Europe. 

None  of  the  above  causes,  therefore,  seem  to  offer 
a  satisfactory  explanation  of  the  loss  of  hundreds  of 
millions  of  dollars  that  have  disappeared  over  night. 

The  conditions  described  result  from  the  fall 
of  prices  which  has  taken  place  in  the  past 
year,  and  from  the  fact  that  the  prices  of  all 
commodities  have  not  fallen  in  like  degree,  and 
that  bank  deposits  have  not  been  replenished 
to  make  good  the  drafts  on  them  to  pay  out- 
standing obligations. 

The  inflation  of  Bank  Deposits 

During  the  period  of  inflation — that  is,  dur- 
ing the  period  when  the  banks  were  keeping 
down  the  rate  of  interest  artificially,  to  help 
float  government  loans,  and  making  loans  free- 
ly, regardless  of  the  restrictions  which  govern 
in  ordinary  times — bank  deposits  rose  steadily 
with  the  loans.  When  a  bank  customer  bor- 
rowed money,  taking  credit  for  it  in  his  ac- 
count, the  bank's  deposits  were  increased  in 
that  amount.  And  when  the  customer  checked 
out  the  amount  to  pay  for  a  Liberty  Bond,  or 
any  other  purpose,  the  check  went  into  some 
other  bank  as  a  deposit,  and  thus  it  became 
purchasing  power  permanently  in  circulation 
until  that  borrower — or  some  borrower — 
checked  against  a  deposit  that  had  been  actu- 
ally earned  and  saved,  and  thereby  ex- 
tinguished a  corresponding  amount  of  credit. 
We  followed  this  process  of  inflating  our  bank 


deposits  up  to  about  November  1,  1920.  Some 
of  our  bankers  were  very  proud  over  the 
"growth"  of  their  deposits  during  that  time, 
although  they  signified  very  little  except  that 
a  carload  of  hogs,  or  wheat,  or  other  products, 
was  creating  twice  as  big  a  credit  entry  as  be- 
fore the  war. 

The  Depiction  of   DepotiU 

Over  against  the  bank  deposits  and  other 
current  assets  of  every  community  there  are 
always  certain  debts  and  liabilities,  at  home 
and  outside.  Deposits  are  being  drawn  upon 
constantly  for  the  payment  of  these,  but  re- 
plenished by  the  sale  of  local  products.  Our 
correspondent's  locality  probably  has  heavy 
fixed  charges  to  pay  every  year  on  account  of 
borrowed  money,  fire  and  life  insurance,  and 
other  like  regular  items,  besides  making  pay- 
ment for  the  goods  of  every  kind  purchased 
outside. 

Money  is  only  the  medium  of  payments.  The 
real  source  of  the  ability  of  that  community 
to  create  bank  deposits,  make  purchases,  and 
pay  debts  is  in  its  farm  products,  and  as  the 
prices  of  these  have  fallen  that  ability  has  been 
diminished.  The  bank  patrons  went  on  draw- 
ing upon  their  deposit  accounts  to  pay  their 
obligations,  but  their  deposits  were  not  replen- 
ished as  before.  The  rate  of  outgo  from  the 
banks  of  that  locality  has  continued  on  a  higher 
level  than  the  rate  of  inflow,  and  deposits 
have  been  steadily  depleted.  There  may  be  as 
much  money  in  the  State  as  before,  but  money 
is  only  small  change,  used  over  and  over ;  the 
original  source  of  debt-paying  power  has  dried 
up,  and  the  common  form  of  expression  is  that 
"money  is  tight." 

Our  correspondent  found  his  deposits  going 
down  and  naturally  would  slow  up  on  making 
loans,  and  ask  his  borrowers  to  pay  up.  The 
efYect  of  this  would  be  to  cause  his  borrowing 
customers  to  hunt  up  his  depositors  and  bor- 
row from  them,  thus  depicting  his  deposits. 
So  far  as  tliey  drew  on  him  to  make  payments 
in  the  neighborhood  his  deposits  might  not  be 
much  affected,  but  if  the  balance  of  payments 
was  against  that  locality  his  deposits  would  go 
down  and  he  would  have  to  find  the  means  of 
making  the  settlements  outside.  A  banker  is 
a  book-keeper  and  settling  agent  for  his  com- 
munity in  its  relations  with  the  outside  world. 
In  this  case  the  banker  has  borrowed  $165,000 
in  order  to  meet  his  obligations  to  patrons  and 
make  the  settlements  required. 

Service  of  the  Reserve  System 

The  agricultural  districts  have  suflfered  more 
than  industrial  districts  in  this  respect  because 
their  products  have  fallen  more  than  manufac- 
tured goods;  moreover  they  do  not  have  the 
amount  of  fixed  inc«me  from  savings  that  some 
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of  the  older  states  have.  Their  outstanding  in- 
debtedness usually  runs  to  other  states.  The 
Boston  reserve  bank  was  the  first  to  experience 
liquidation  in  its  own  territory,  its  clients  be- 
ing banks  that  serve  industrial  communities. 
As  the  latter  collected  what  was  due  them 
from  other  parts  of  the  country,  and  as  their 
operations  slowed  down,  they  paid  off  their 
bank  loans,  and  the  Boston  reserve  bank  and 
later  the  Philadelphia  and  Cleveland  reserve 
banks  began  to  lend  to  the  reserve  banks  of 
Chicago,  Minneapolis,  Kansas  City,  Dallas, 
Atlanta  and  Richmond,  all  of  the  latter  serving 
districts  in  which  agricultural  interests  pre- 
dominate. The  Qiicago  district  has  large  in- 
dustrial as  well  as  agricultural  interests,  and 
within  that  district  the  same  phenomenon  has 
been  witnessed,  a  shift  of  credit  from  the  town 
industries  to  the  support  of  agriculture.  The 
payments  from  the  country  districts  to  the 
cities  have  enabled  the  latter  to  make  pay- 
ments to  the  reserve  banks,  while  the  latter 
have  increased  their  loans  to  the  country.  This 
shows  how  the  banking  system  of  the  country 
is  interlocked  and  mutually  supporting,  to  the 
advantage  of  all  industries  and  all  sections. 

Some  people,  instead  of  recognizing  the  great 
service  the  reserve  banks  have  rendered,  are 
critical  because  they  have  not  done  more.  It 
is  natural  for  people  to  thing  that  somebody  is 
to  blame  for  every  uncomfortable  development, 
but  the  banks  are  neither  responsible  for  the 
fall  of  prices  nor  able  to  completely  protect 
the  public  from  their  ill-effects.  The  price 
fluctuations  of  the  last  six  years  have  been 
directly  related  to  the  war.  No  country  has 
escaped  them,  and  no  banking  system  could 
do  more  than  in  some  degree  mitigate  the  ef- 
fects. A  banking  system  cannot  save  a  com- 
munity harmless  in  the  face  of  a  world-wide 
shrinkage  of  values. 

Extravagance  and   Indebtedness 

It  is  not  so  much  present  speculation  and 
extravagance  that  is  contributing  to  tight 
money  as  past  indulgences  which  helped  to 
create  the  indebtedness  now  outstanding. 
It  is  the  debts  gaily  created  in  boom  times 
that  make  money  tight  when  prices  fall. 
The  debts  do  not  shrink  with  the  loss  of  debt- 
paying  power.  This  warning  was  sounded 
over  and  over  again,  while  wages  and  prices 
were  rising,  until  everybody  was  tired  of  hear- 
ing it,  and  they  became  so  used  to  hearing  it 
that  nearly  all  disregarded  it. 

Foreign  loans  have  not  taken  any  money 
out  of  the  country,  but  loans  to  enable  Ameri- 
can products  to  be  sold  abroad  have  been  a 
factor  in  tightening  the  credit  situation.  If 
our  correspondent  had  loaned  a  portion  of  his 
deposits  to  a  meat-packer  to  enable  the  latter 
to  carry  European  customers,  the  situation 
would  be  clear  to  him.    Such  a  loan  is  proper 


and  helpful,  but  credit  cannot  be  loaned  for 
such  purposes  and  also  for  buying  land,  pack- 
ing and  oil  stocks,  automobiles  and  a  thou- 
sand other  uses  in  which  expenditures  were 
running  high,  without  making  "money  tight" 
when  settlement  day  comes. 

We  have  been  commenting  upon  the  situa- 
tion from  month  to  month,  endeavoring  to 
show  that  the  trouble  is  largely  due  to  the  un- 
balanced state  of  industry.  The  prices  of  what 
the  farmer  must  buy  have  not  fallen  to  corre- 
spond with  the  prices  of  what  he  has  to  sell. 
His  purchasing  power  has  contracted  and  he 
cannot  go  on  buying  the  same  quantity  of 
goods  at  the  old  prices.  Consequently  great 
numbers  of  workmen  are  out  of  employment 
in  the  industrial  centers,  and  money  grows 
tight  with  them  also.  If  all  wages  and  prices 
declined  together  the  situation  would  be  better 
for  both  farmers  and  wage-earners. 

Farm  Products 

By  way  of  illustrating  the  situation  we 
give  the  following  extract  from  another  cor- 
respondent, located  in  a  small  town  in  a  good 
farming  district  of  Minnesota: 

Personally  I  am  looking  forward  to  much  better 
conditions,  but  until  the  price  of  raw  material  is 
somewhat  Increased  or  there  Is  an  enormous  reduction 
In  the  price  of  the  finished  products,  there  Is  bound  to  be 
a  great  deal  of  discontent  among  the  farmers,  the 
producers  of  the  raw  materials.  For  Instance,  the 
farmer  at  our  market  here  cannot  get  10  cents  a 
pound  for  his  wool;  eggs  are  15  cents;  butter  fat  23 
cents;  2  or  3  cents  a  pound  for  good  cow  and  calf 
hides;  shelled  corn  does  not  bring  the  price  that  It 
costs  for  the  labor  to  shell  It  and  to  bring  it  to  town. 

These  facts  ought  to  be  known  in  every  in- 
dustrial center  of  the  country.  They  show 
the  folly  of  trying  to  maintain  the  prices  of 
manufactured  goods  and  of  wages  at  present 
levels. 

Reports  from  state  and  national  labor  bu- 
reaus indicate  that  the  loss  of  wages  to  wage- 
workers  up  to  this  time  has  been  much  great- 
er by  unemployment  than  by  w?ge-rate  reduc- 
tions, and  this  is  so  because  it  is  the  general 
policy  of  the  labor  organizations  to  stand  for 
the  maintenance  of  wage-rates.  Labor  leaders 
are  not  to  be  criticized  for  favoring  what  they 
believe  is  for  the  interests  of  those  whom  they 
repr-tsent,  but  it  is  unfortunate  that  leaders 
who  wield  so  great  an  influence  should  follow 
a  mistaken  policy.  The  preference  of  partial 
unemployment  to  a  reduction  of  wage-rates  is 
altogether  wrong  under  existing  conditions.  It 
sacrifices  wages  without  reducing  industrial 
costs  or  lowering  the  cost  of  living.  It  pro- 
longs the  depression.  It  refuses  to  recognize 
the  necessity  for  a  general  readjustment  of 
wages  and  prices  throughout  industry,  and 
that  such  readjustment  is  simple  justice  be- 
tween the  farm  and  the  town  industries. 

In  some  quarters  the  claim  is  made  that 
since  the  wage-earners  are  employed  only  part 
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time  they  are  already  suffering  as  much  of  a 
curtailment  of  wages  as  they  should  be  asked 
to  accept. 

Another  common  plea  is  that  retail  prices 
have  not  come  down  to  correspond  with 
wholesale  prices  or  producer's  prices.  That  is 
true  in  many  instances,  and  where  is  the  re- 
sponsibility? Retailers  have  said  that  their 
overhead  expenses  are  still  high.  Overhead 
expenses  consist  of  rent,  freight  charges,  coal, 
lights,  labor,  supplies,  taxes,  etc.,  and  are  an 
important  factor  in  costs.  Rent  is  kept  up  by 
the  high  building  costs,  which  for  the  most 
part  mean  wages,  freight  charges  are  up  be- 
cause of  wages,  and  coal,  lights  and  general 
supplies  for  the  most  part  are  traceable  to  the 
same  basic  cause.  There  are  other  factors, 
and  they  should  be  called  to  bear  their  full 
responsibility.  Finally,  it  is  not  a  final  answer 
for  anyone  to  say  that  his  costs  are  high ;  it  is 
up  to  everybody  to  get  his  costs  down,  and 
do  his  part  in  getting  conditions  back  to  nor- 
mal. 

None  of  these  excuses  meet  the  emergency 
which  exists.  They  only  palter  with  the  situa- 
tion. The  fundamental  fact  is  that  in  order 
to  get  back  to  prosperity  the  balance  must  be 
restored  between,  on  the  one  hand,  the  pro- 
ducers of  raw  materials  and  foodstuffs,  and  on 
the  other  hand,  the  producers  of  finished  goods 
and  those  who  provide  transportation  and 
other  services  in  distribution. 

Professor  G.  F.  Warren,  of  the  New  York 
State  Agricultural  College,  is  authority  for  a 
statement  'endorsed  by  the  Department  of 
Agriculture,  Washington,  that  "the  product  of 
an  acre  of  cotton,  sold  this  year,  will  bring  61 
per  cent  of  the  quantity  of  general  commodi- 
ties that  the  product  of  an  acre  of  cotton 
would  have  brought  as  a  five-year  average 
before  the  war,"  and  that  "in  only  one  year  of 
the  last  43  would  the  product  of  an  acre  of 
cotton  have  bought  so  little." 

In  spite  of  an  exceptional  large  yield  of  corn 
per  acre  last  year,  the  product  of  an  acre  of 
that  crop,  if  sold  this  year  "could  be  exchanged 
for  only  73  per  cent  of  the  average  quantity  of 
other  commodities  that  an  acre  of  corn  would 
have  bought  as  a  five-year  average  before  the 
war." 

The  yield  of  oats  was  also  exceptionally 
large  last  year,  but  the  product  of  an  average 
acre  would  buy  74  per  cent  of  the  usual  quan- 
tity of  other  things,  and  if  the  price  of  oats 
alone  be  considered,  a  bushel  of  oats  will  buy 
63  per  cent  of  the  usual  quantity  of  other 
things,  which  is  the  lowest  in  55  years. 

Wheat  makes  a  better  showing  than  any 
other  farm  product,  and  the  product  of  an 
average  acre  of  wheat  will  buy  81  per  cent  as 
much  as  the  average  acre  over  the  five  years 
before  the  war.    This  is  the  lowest  in  20  years. 

These  are  the  conditions  that  must  be  faced. 


taking  account  of  the  fact  that  approximately 
one  half  the  population  of  this  country  lives 
on  the  farms  or  in  rural  communities  immedi- 
ately dependent  upon  the  farms,  and,  further- 
more, that  all  the  raw  material  industries  are 
in  the  same  state  of  depression  as  agriculture. 
The  buying  power  simply  does  not  exist  in  the 
country  to  give  employment  to  the  wage-earn- 
ing population  at  the  present  wage-level. 

The  Price  of  Capital. 

We  have  received  a  letter  in  which  the  writer 
says : 

In  your  April  Bulletin  you  make  the  following  state- 
ment: 

Everybody  who  is  Insisting  upon  the  old  vragea 

or   prices    for    himself,    while   accepting    cheaper 

services  from   others,  is  delaying   the  revival  of 

prosperity. 

Now,  the  thing  I  want  to  ask  Is,  why  the  banks, 

who  are  now  about  the  only  body  of  business  men 

who  are  not  taking  their  medicine,  don't  practice  what 

they  preach  and  come  across  and  be  good  citizens  with 

the  rest  of  us  who  are  taking  huge  losses,  and  reduce 

the  interest  rates? 

The  interest  rate  for  money  is  not  on  the 
same  basis  as  the  prices  for  goods  or  wages  for 
labor.  The  criticism  aimed  at  the  old  prices, 
where  still  maintained,  is  that  they  are  above 
the  natural  level  and  held  there  arbitrarily. 
The  goods  are  replaceable  at  a  lower  level  of 
costs.  Raw  materials  have  declined,  and  to 
some  extent  wages  have  been  reduced ;  finished 
goods  should  come  into  line  and  the  failure  to 
bring  them  into  line  delays  the  readjustment 
upon  a  common  level  of  values  which  must  be 
accomplished  before  a  general  state  of  pros- 
perity can  be  restored. 

Industry  in  Deadlock 

The  criticism  of  existing  wage  scales  is  sim- 
ilar, and  stated  elsewhere.  The  economic 
wage  is  one  at  which  the  people  can  be  em- 
ployed. It  is  not  helpful  to  wage-workers  as 
a  class  to  maintain  costs  in  any  industry 
above  the  level  at  which  the  products  can  be 
sold.  We  have  a  state  of  deadlock,  because 
people  do  not  generally  appreciate  the  recipro- 
cal nature  of  trade.  One  end  of  the  industrial 
organization  is  up  and  the  other  end  down, 
with  the  result  that  they  do  not  work  together; 
both  ends  are  interested  in  getting  upon  a  com- 
mon level,  so  that  the  exchanges  can  be  re- 
sumed, with  full  employment  for  everybody. 

The  foregoing  are  economic  considerations, 
not  primarily  ethical  ones.  The  ethical  basis  is 
there,  for  no  principle  is  economically  sound 
unless  it  is  also  ethically  sound,  but  primarily 
the  argument  is  not  that  prices  and  wages 
"ought"  to  be  reduced  for  ethical  reasons,  but 
that  they  must  be  reduced  until  the  normal 
equilibrium  in  industry  is  restored,  as  a  con- 
dition precedent  to  the  revival  of  prosperity, 
and  for  the  best  interests  alike  of  business  men 
as  a  body  and  wage-earners  as  a  body. 
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The  Scarcity  of  Capital 

Now  why  are  not  interest  rates  affected  in 
the  same  way  as  commodity  prices  and  wages  ? 

They  are  subject  to  the  same  law  of  supply 
and  demand,  but  there  still  exists  a  great  scar- 
city of  capital.  The  banks  have  lost  heavily  of 
deposits,  as  a  result  of  the  fall  in  prices,  and 
this  loss  has  affected  their  lending  power  and 
tightened  the  situation.  The  scarcity  of  capi- 
tal at  their  command  is  something  beyond  the 
power  of  the  banks  to  make  good.  It  is  a 
persistent  fallacy  that  the  banks  can  create 
capital  or  make  it  cheap.  They  can  manufac- 
ture credit,  but  in  only  a  limited  sense  can 
credit  take  the  place  of  capital.  It  is  the 
strained  relation  between  capital  and  credit 
that  makes  interest  rates  high. 

During  the  war  the  whole  world  violated 
economic  principles,  centering  all  thought  and 
effort  upon  winning  the  war.  Credit  was  cre- 
ated without  stint,  and  interest  rates  kept  ar- 
tificially low.  Instead  of  restricting  private 
consumption  in  order  to  release  productive  ca- 
pacity to  the  government  and  to  supply  the 
government  with  real  capital,  we  undertook  to 
provide  the  government  with  purchasing 
power  through  the  private  use  of  bank  credit, 
on  a  great  scale.  We  borrowed  as  individuals 
and  turned  the  proceeds  over  to  the  govern- 
ment. Probably  no  other  course  was  practica- 
ble, but  this  inflation  of  credit  resulted  in  the 
great  rise  of  wages  and  prices.  We  got  away 
from  all  standards  of  value.  Finally,  when  an 
effort  was  made  by  the  bankers  to  stop  the 
tide  of  inflation,  interest  rates  inevitably  went 
'  up,  and  have  remained  up,  although  now  soft- 
ening a  little,  as  progress  is  made  in  restoring 
normal  relations  between  capital  and  credit. 

The  Reserve  Banlu 

The  condition  of  the  reserve  banks  is  still 
abnormal.  These  banks  never  were  intended 
to  coin  credit  and  put  it  into  permanent  circu- 
lation as  they  have  done.  Their  function  is  in- 
dicated by  their  name.  They  were  to  be  re- 
serve institutions,  which  would  be  able  to  stand 
behind  the  member  banks,  support  them  and 
thus  safeguard  the  entire  situation  and  avert 
any  repetition  of  the  suspension  of  cash  pay- 
ments which  occurred  all  over  this  country  in 
i;)0;.  But  instead  of  using  them  for  this  pur- 
pose they  have  been  used  to  manufacture  pur- 
chasing power  and  put  it  into  permanent  cir- 
culation. 

What  they  have  done  is  no  different  in  prin- 
ciple or  effect  from  what  was  done  during  our 
Civil  War,  when  the  Government  paid  its  ex- 
penses largely  by  printing  the  greenbacks.  The 
greenbacks  depreciated  in  value  and  were 
finally  brought  to  par  with  gold  in  1879.  This 
time  our  paper  money  was  kept  at  par  with 
gold,  but  the  purchasing  power  of  our  whole 


body  of  money,  gold  included,  depreciated  al- 
most as  much  as  the  greenbacks  did  in  their 
day.  Federal  Reserve  credit  was  regarded  as 
good  as  gold,  but  the  profusion  with  which  it 
was  issued  had  the  effect  of  depreciating  gold, 
as  any  substitute  which  is  "just  as  good" 
will  depreciate  the  value  of  the  thing  it  imi- 
tates. 

The  banking  system  came  out  of  the  war 
in  an  abnormal  condition.  It  cannot  be  safely 
accepted  as  a  permanent  position.  The  mem- 
ber banks  should  pay  their  debts  to  the  re- 
serve banks  and  restore  the  latter  to  the  posi- 
tion and  function  for  which  they  were  de- 
signed. This  cannot  be  done  suddenly,  and 
should  not  be  attempted  suddenly,  but  the 
banks  are  loaded  with  loans  which  do  not  rep- 
resent commercial  assets,  and  to  a  great  ex- 
tent represent  no  existing  assets.  The  loans 
against  government  war  loans  do  not  repre- 
sent existing  assets ;  they  are  a  pledge  of  gov- 
ernment revenues,  to  be  collected  in  the  fu- 
ture. The  loans  which  represent  speculative 
investments  made  in  boom  times  of  course  are 
much  less  suitable  for  bank  assets. 

Every  bank  that  is  borrowing  of  a  Federal 
reserve  bank  is  under  obligations  to  reduce 
its  borrowings  and  get  itself  out  of  that  po- 
sition as  soon  as  it  can  do  so  without  inflict- 
ing undue  hardship  upon  its  customers.  By 
undue  hardship  is  meant  forced  liquidation. 
The  latter  is  to  be  avoided,  but  an  over-ex- 
tended banking  situation  is  not  to  be  remedied 
by  making  money  easy. 

Investment  Rates  for  Capital 

The  privilege  afforded  a  member  bank  to 
re-discount  at  a  reserve  bank  gives  a  desir- 
able elasticity  to  the  system,  but  no  member 
bank  should  borrow  continuously  and  perma- 
nently of  a  reserve  bank.  To  do  so  takes  the 
elasticity  out  of  the  system.  The  rate  of 
interest  in  the  investment  market  shows  the 
shortage  of  capital  there,  issues  yielding  7 
and  8  per  cent  being  common.  This  situ- 
ation cannot  be  cured  by  printing  money  or 
manufacturing  credit,  and  interest  in  the  com- 
mercial field  is  governed  by  the  same  condi- 
tions. It  is  impossible  to  make  the  bank  rate 
low  in  the  face  of  such  rates  in  the  investment 
field;  under  such  conditions  funds  ordinarily  at 
the  command  of  the  banks  would  be  steadily 
transferred  to  the  investment  field  until  the 
equilibrium  was  restored. 

To  sum  up,  interest  rates  cannot  be  regu- 
lated arbitrarily ;  they  must  correspond  to  the 
relation  between  the  supply  of  available  capi- 
tal and  the  demand  for  it.  That  has  been  af- 
fected by  the  war,  and  is  still  affected  by 
taxation,  high  cost  of  living,  unrcmunerative 
returns  upon  great  sums  of  capital  invested 
in  railroads  and  public  utilities,  credits  granted 
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to  Europe,  and  finally  the  industrial  disorgan- 
ization which  is  rendering  business  enterprises 
unprofitable  and  tieing  up  large  amounts  of 
capital  in  frozen  assets.  Interest  rates  will 
come  down  as  new  capital  is  accumulated,  and 
that  will  be  promoted  by  a  general  under- 
standing of  the  fact  that  the  entire  commun- 
ity is  served  by  such  accumulations,  no  matter 
who  owns  them.  There  is  no  remedy  for  a 
scarcity  of  capital,  but  more  capital. 

The  Money  Question 

Nine-tenths  of  the  erroneous  thinking  about 
money  is  due  to  confusing  money  as  a  medium 
of  exchange  with  capital.  Money  is  a  con- 
venience in  eflccting  the  exchanges  but  it 
does  not  take  the  place  of  capital.  The  money 
question  always  has  been  a  subject  of  contro- 
versy, and  it  is  not  easily  elucidated  in  all  its 
details,  but  there  are  certain  broad  proposi- 
tions which  most  people  are  able  to  grasp,  and 
which  when  agreed  to  will  dispose  of  many 
of  the  most  plausible  fallacies.  It  is  a  safe 
rule  in  the  business  world  not  to  try  to  get 
something  for  nothing,  and  in  the  world  of 
applied  science  not  to  try  to  get  more  out  of 
any  combination  than  the  sum  of  all  that  is 
put  into  it.  By  the  same  reasoning  it  is  safe 
to  conclude  that  a  people  cannot  make  them- 
selves rich  by  printing  money  or  by  any  other 
scheme  for  making  credit  take  the  place  of 
capital.  There  is  a  hole  in  every  such  propo- 
sition somewhere. 

Depletion  of  Capital  by  War 

It  does  not  stand  to  reason  that  the  unpro- 
ductive expenditures  which  the  United  States 
made  on  the  war  could  be  the  basis  of  a  higher 
permanent  level  of  prosperity  than  it  had  ever 
known  before.  Real  prosperity  comes  by  an 
increase  of  the  supply  of  wealth  which  one 
way  or  another  contributes  to  the  well-being 
of  the  population,  and  the  expenditures  upon 
the  war  do  not  come  under  this  description. 
And  yet  a  great  many  people  who  considered 
that  they  were  very  prosperous  during  the 
war  and  in  the  two  years  following,  are  con- 
vinced that  that  state  of  prosperity  might 
have  continued  indefinitely  if  the  bankers  had 
not  arbitrarily  restricted  the  manufacture  of 
credit.  They  do  not  see  that  a  settlement  day 
need  ever  have  come,  or  that  a  reaction  was 
inevitable. 

Taking  the  country  as  a  whole  the  war-time 
prosperity  was  a  delusion.  Those  who  actually 
improved  their  position  did  so  at  the  expense  of 
others.  Normal  relations  were  violently  dis- 
turbed, with  the  result  that  some  were  gainers 
while  others  were  losers,  and  many  were  tem- 
porarily deceived  into  thinking  themselves 
gainers  when  in  fact  they  were  not.  A  good 
many  people  were  consuming  principal  when 
they  thought  they  were  living  on  income,  and 
many  were  happy  and  wasteful  under  condi- 


tions which  could  not  possibly  be  lasting.  The 
people  who  gained  unearned  profits  by  the  sud- 
den rise  of  prices  should  have  known  that  such 
a  disturbance  of  normal  conditions  involved  the 
probability  of  a  reverse  movement,  and  all 
those  whose  incomes  increased  faster  than 
their  accustomed  expenditures  should  have 
known  that  this  was  a  temporary  gratuity  at 
the  expense  of  the  letter-carriers,  school- 
teachers and  millions  of  other  people  whose 
expenditures  increased  more  than  their  in- 
comes. 

The  economic  law  eventually  levels  out  all 
such  inequalities  and  restores  the  normal  bal- 
ance. The  people  who  at  first  had  the  best  of 
the  disturbance  are  the  chief  complainants 
now. 

The  Gold  Standard 

The  world  came  to  the  gold  standard  by  a 
process  of  evolution  and  elimination,  the  coun- 
tries one  by  one  adopting  it  in  order  to  facili- 
tate commerce  with  each  other  and  to  secure 
the  greatest  possible  stability  of  values.  The 
United  States  finally  sealed  its  adherence  to 
the  gold  standard  by  the  act  of  Congress  ap- 
proved March  14,  1900,  which  declares  that 
"the  dollar  consisting  of  25.8  grains  of  gold 
nine-tenths  fine,  shall  be  the  standard  unit  of 
value  of  the  United  States,  and  all  forms  of 
money  issued  or  coined  by  the  United  States 
shall  be  maintained  at  a  parity  of  value  with 
this  standard,  and  it  shall  be  the  duty  of  the 
Secretary  of  the  Treasury  to  maintain  such 
parity." 

There  has  been  no  modification  of  this  dec- ' 
laration.     The   pledge    stands.     The    Liberty 
bonds  are  payable  in  dollars  as  described  in 
that  quotation. 

Nominally  the  United  States  is  on  a  gold 
basis,  for  its  money  of  all  forms  is  maintained 
at  a  parity  with  the  gold  dollar,  but  it  is  not 
true  that  25.8  grains  of  gold,  nine-tenths  fine, 
is  the  standard  unit  to  which  prices  and  prop- 
erty values  are  now  related.  The  fact  is-that 
at  the  level  of  wages  and  prices  now  prevailing 
gold  cannot  be  produced  at  the  rate  of  25.8 
grains,  nine-tenths  fine,  to  the  dollar.  Gold 
production  is  unprofitable  and  rapidly  declin- 
ing. The  gold  standard  cannot  be  permanent- 
ly maintained  without  gold  production,  and  in 
the  long  run  wages  and  prices  must  re- 
turn to  the  established  standard  or  the  stand- 
ard will  have  to  be  changed  by  reducing  the 
number  of  grains  in  the  dollar,  which  would 
be  a  deliberate  and  unjustifiable  act  of  re- 
pudiation. 

It  is  the  evident  duty  of  the  banking  au- 
thorities of  the  country  to  be  guided  by 
the  law  of  the  land,  and  to  follow  a  policy 
which  in  the  long  run  will  keep  the  country 
on  a  gold  basis,  with  the  word  "dollar"  wher- 
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ever  used  having  the  significance  of  25.8  grains 
of  gold,  nine-tenths  fine.  That  does  not  sig- 
nify a  drastic  policy,  but  it  means  a  consistent 
policy  which  eventually  will  give  that  result, 
and  the  business  men  who  talk  about  stabiliz- 
ing values  at  some  theoretical  level  which  has 
no  relation  to  the  gold  standard  probably  have 
not  considered  the  fundamental  facts  of  the 
situation.  The  level  of  prices  is  not  an  ab- 
straction ;  if  prices  are  to  have  any  stability 
they  must  be  related  to  some  standard 
of  value.  The  great  bulk  of  the  primary 
products  of  the  country  are  now  selling  prac- 
tically upon  the  gold  standard  level.  That 
is  the  level  to  which  general  prices  will  natur- 
ally tend  as  industry  gets  back  into  a  normal 
state  of  productivity  over  the  world.  There 
would  have  been  less  jar  and  interruption  of 
industry,  and  losses  would  have  been  less  se- 
vere, if  the  descent  to  the  gold  standard  level 
could  have  been  accomplished  more  gradually, 
but  since  the  great  body  of  our  products  are 
there,  the  logical  policy  for  leaders  in  all 
branches  of  industry  is  to  bring  prices  and 
costs  into  harmony  with  the  prices  of  food- 
stuffs and  raw  materials. 

The  Bond  Market. 


The  past  thirty  days  have  shown  the  won- 
derful absorptive  power  of  the  bond  market. 
With  the  opening  of  the  month  allotments 
were  made  on  the  $230,000,000  Northern  Pa- 
cific-Great Northern  Joint  6j^  per  cent  loan 
which  was  reported  over-subscribed.  Follow- 
ing this  was  a  successful  sale  of  $25,000,000 
Republic  of  Brazil  8  per  cent  Bonds  at  97J/2 
and  interest;  $10,000,000  Libby,  McNeill  & 
Libby  First  Mortgage  7  per  cent  Bonds  at 
95J4  and  interest;  $20,000,000  Standard  Oil 
of  New  York  6J/2  per  cent  Debentures  at  100 
and  interest;  $35,000,000  E.  I.  dupont  de  Ne- 
mours 7J4  per  cent  Bonds  at  100  and  interest; 
$10,000,000  Kclly-Springfield  Tire  Company  8 
per  cent  Notes  at  O'Jj/^  and  interest. 

The  month  closed  with  another  large  flota- 
tion of  foreign  bond.s— namely,  $100,000,000 
Republic  of  France  Tyi  per  cent  Bonds  at  95 
and  interest,  to  yield  8  per  cent. 

These  large  flotations  have  resulted  in  lower 
prices  for  some  of  the  newer  issues  which  have 
been  offered  since  the  first  of  the  year,  but  as  a 
whole  the  bond  market  has  displayed  remark- 
ably strength,  and  the  widespread  distribution 
of  these  new  offerings  is  indicative  of  the 
tremendous  absorptive  power  which  has  de- 
veloped from  one  end  of  the  country  to  the 
other.     In  this  connection  it  is  interesting  to 


note  that  some  of  the  major  syndicate  lists 
today  include  upwards  of  one  thousand  active 
bond  houses.  Prior  to  the  war  these  same 
lists  included  on  the  average  from  two  to  three 
hundred  firms  as  real  distributors.  These  fig- 
ures, however,  do  not  include  stock  exchange 
houses  and  brokers,  but  refer  to  investment 
houses  with  sales  organizations  devoting  their 
chief  efforts  to  the  distribution  of  investment 
bonds.  Were  it  not  for  the  intensive  develop- 
ment on  the  part  of  these  investment  firms, 
and  some  of  the  older  investment  houses  and 
institutions  which  have  developed  nationwide 
selling  organizations,  the  tremendous  amount 
of  new  financing  since  January  first  would  not 
have  been  accomplished  with  such  satisfac- 
tory results  to  everyone  concerned.  It  is  pos- 
sible for  the  small  investor  in  any  part  of  the 
country  to  obtain  today  practically  the  same 
investment  service  which  is  available  in  our 
large  investment  centers,  and  the  distribution 
accomplished  by  these  investment  houses  is 
developing  an  era  unparalleled  in  the  history 
of  American  finance. 

Discount  Rates. 


Rat/j  an  paptr  discounttd  for  member  banks  approtied  by 
the  Federal  Reserve  Board  and  in  effect  May,  27,  1921. 
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•Discount  rate  corresponds  to  interest  rate  borne  by 
ccrtincates  pledged  as  collateral. 

NOTE.— Rates  shown  for  St.  Louis  and  Kansas  City 
are  normal  rates,  applying  to  discounts  not  In  excess 
of  a  basic  lino  fixed  for  each  member  bank  by  the 
Federal  Reserve  Bank.  In  the  case  of  St.  Louis  aver- 
age borrowings  in  excess  of  the  basic  line  are  subject 
to  an  additional  charge  of  1  per  cent.,  while  in  the  case 
of  Kansas  City  the  rates  on  discounts  In  excess  of  the 
basic  lino  are  subject  to  a  '/a  per  cent  progressive  in- 
crease for  each  25  per  cent  by  which  the  amount  of 
accommodation  extended  exceeds  the  basic  line,  with 
a   maximum    rate   of   12    per   cent. 
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General  Business  Conditions. 

THE  general  trend  of  business  and  in- 
dustry during  the  month  of  June  has 
been  quiet  and  repressed.  Some 
furtTier  hopeful  signs  have  appeared, 
side  by  side  with  others  which  give 
less  encouragement. 

The  plain  truth  of  the  thing  is  that  the  re- 
covery of  business,  for  which  everybody  has 
been  hoping  and  waiting  since  the  depression 
began  late  last  year,  has  not  yet  materialized. 
No  one's  interests  will  be  furthered  by  an  os- 
trich-like attitude  which  buries  its  head  in 
undue  optimism,  and  makes  glowing  predic- 
tion* for  the  immediate  future,  predicated 
wholly  on  a  magnifying  of  the  favorable 
symptoms.  It  is  easy  enough,  and  pleasant 
enough,  to  lull  anxiety  by  such  a  process  of 
reasoning,  but  what  is  wanted  now  is  a  gen- 
eral realization  of  the  obstacles  that  must  be  met 
and  overcome,  more  than  a  light-hearted  preva- 
lence of  optimism  founded  only  on  half  truths. 

Undue  Pessimism   Harmful. 

On  the  other  hand,  an  attitude  of  unwar- 
ranted pessimism  can  be  just  as  harmful,  if 
not  even  more  so.  We  know  that  our  bank- 
ing system  is  intrinsically  sound,  and  that  it 
has  already  proved  its  capability  to  withstand 
the  shock  of  a  period  of  extraordinary  strain, 
and  to  emerge  unscathed  from  the  most  diffi- 
cult test  imposed  in  many  years.  We  know 
that  our  ability,  as  a  nation,  to  produce  the 
raw  materials  which  our  people  need,  and 
which  the  world  must  buy  from  us,  has  been 
in  no  wise  dwarfed.  We  know,  finally,  that 
our  industrial  and  business  organization  is 
geared  for  production  not  only  ample  for  our 
own  needs,  but  on  sufficiently  large  propor- 
tions to  make  export  on  a  considerable  scale  a 
vital  necessity. 

These  are  fundamental  facts,  so  plain  that 
they  cannot  be  misinterpreted.  It  is  hard,  to  un- 
derstand how,  knowing  the  foundation  upon 
which  our  business  life  rests  to  be  as  rig- 
idly secure  as  it  is,  there  can  be  any  doubt  as  lo 
the  final  recovery.  It  is  progressing  no  more 
laggardly  now  than  in  190.3  and  1904,  when  we 
were  passing  through  a  somewhat  similar  pe- 
riod, or  in  1907  and  1908. 
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Recovery  is  certain  to  be  slow.  Where  the 
artificially  stimulated  optimist  makes  his  mis- 
take is  that,  seizing  upon  a  few  favorable  but 
quite  natural  events,  he  seeks  to  make  them 
the  basis  of  predictions  that  the  final  turn  in 
the  road  has  come,  and  that  next  week,  or 
next  month,  the  difficulties  into  which  busi- 
ness and  industry  have  fallen  will  have  lightly 
drifted  away. 

Adjustment  Question  Paramount. 

It  is  primarily  a  question  of  adjustment  be- 
tween the  various  component  parts  in  our  eco- 
nomic structure.  As  has  been  pointed  out  in 
these  pages  before,  a  great  portion  of  the 
population— particularly  that  portion  con- 
cerned with  the  production  of  agricultural 
commodities— has  had  its  purchasing  power 
halved  by  the  drop  in  commodity  prices.  Fin- 
ished products  have  shown  no  such  decline. 
The  result  has  been  that  that  portion  of  the 
population  which  has  had  its  purchasing 
power  cut  in  two  is  buying  only  half  as 
much  of  those  products  which  have  not  de- 
clined materially  in  price.  Industrial  stagna- 
tion and  unemployment  has  been  the  inevit- 
able consequence. 

Although  the  process  of  bringing  the  price 
of  farm  products  and  manufactured  articles 
into  equilibrium  must  be  slow  and  even  painful, 
the  fact  does  not  mean  that  everyone  can  sit 
down,  fold  their  hands,  and  wait  for  some 
my.sterious  set  of  forces  to  make  things  normal 
again.  The  result  will  come  most  quickly  through 
the  combined  efforts  of  everyone,  and  the  sooner 
every  man  and  woman  in  this  country  who  either 
receives  wages  or  pays  wages  realizes  and  oper- 
ates on  the  basis  that  the  unbalanced  state  of  in- 
dustry as  regards  compensation  received  by  im- 
portant bodies  of  people  must  be  overcome,  the 
sooner  will  the  real,  sound  revival  of  business 
begin  in  earnest.  It  is  important  to  think  about 
the  proposition,  but  it  is  utterly  essential  to  act 
upon  it. 

Iron  and  Steel. 

An  examination  of  any  of  the  particular  in- 
dustries which,  because  of  their  basic  relation- 
ship to  the  whole  industrial  structure  are  con- 
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sidered  "key"  industries,  only  shows  all  the 
more  how  this  condition  of  unbalance  is  back- 
ing up  its  effects  all  along  the  line.  The 
iron  and  steel  industry,  for  example,  is  oper- 
ating on  a  basis  variously  estimated  at  from 
20  to  30  per  cent  of  normal  capacity — the  low- 
est stage  the  industry  as  a  whole  has  reached 
in  any  year  during  the  present  century.  Pro- 
duction throughout  the  year  would  indicate  a 
total  of  13.5  million  tons  of  finished  rolled 
steel  products  for  1921,  as  contrasted  with 
some  24.8  million  for  1913,  and  32.3  million  for 
1920. 

There  seems  little  reason  for  doubting  the 
assertion  that  production  is  not  only  far  below 
normal  consumption,  but  is  likewise  consider- 
ably below  current  consumption.  Stocks  that 
have  been  accumulated  are  being  eaten  into, 
and  there  is  doubtlessly  a  heavy  demand  that 
is  being  deferred  until,  in  the  current  phrase, 
"business  picks  up  again."  A  part  of  the  de- 
ferred demand  will  have  to  exhibit  itself  posi- 
tively in  the  near  future  regardless  of  the 
general  condition  of  business ;  purchase  on  a 
scale  comparable  with  the  present  low  ratio  of 
consumption  cannot  be  indefinitely  sustained. 

Reduction  in  prices  that  have  been  accom- 
plished thus  far  have  evidently  not  stimulated 
the  aggregate  present  demand.  It  is  contend- 
ed that  the  stagnation  is  not  the  result  of  price 
levels  obtaining  in  the  industry,  but  of  busi- 
ness conditions  generally. 

Slump  in  Soft  Coal  Market. 

Production  of  bituminous  proceeds  at  the 
rate  of  about  8  million  net  tons  a  week,  which 
represents  from  70  to  80  per  cent  of  what 
might  be  expected  in  a  season  of  prosperity. 
The  sluggishness  of  buying  indicates  that  the 
Usual  reserves  are  not  being  stored  up,  despite 
the  fact  that  prices  receded  slightly  during 
June. 

Anthracite  production  has  maintained  a 
steady  record  since  the  beginning  of  the  coal 
year  on  April  1.  There  has  been  little  loss  of 
time  at  the  mines  through  lack  of  orders,  and 
there  is  virtually  no  domestic  anthracite,  save 
pea  coal,  going  into  storage  in  the  mining 
region. 

Steam  sizes  are  an  inescapable  by-product 
of  anthracite  mining,  and  at  present  there  is 
little  market  for  them.  As  they  are  always 
sold  below  the  cost  of  production  they  repre- 
sent a  loss  which  is  accentuated  when  prices 
are  cut  an  an  effort  to  move  them  in  a  slow 
market.  Owing  to  the  industrial  depression 
the  demand  for  steam  sizes  is  light,  and  such 
storage  of  anthracite  as  is  reported  applies 
almost  entirely  to  these  grades. 

Complete  figures  for  May  show  that  total 
shipments  of  anthracite  were  5,793,895  tons, 
compared  with  5,967,465  tons  ini  April.  Steadi- 
ness in  the  anthracite  market  is  reflected  in 


the  steady  working  of  the  mines  and  the  con- 
sequent prosperity  in  the  anthracite  region. 
There  have  been  no  dull  times  in  the  hard  coal 
towns,  and  at  a  meeting  of  commercial  secre- 
taries in  Philadelphia  the  middle  of  June  it 
was  reported  that  the  anthracite  region  was 
one  of  the  most  prosperous  in  the  State. 

Wage  scales  in  the  anthracite  mines  are  at 
their  highest  level,  and  this  factor  is  a  con- 
trolling one  in  current  coal  prices,  since  labor 
constitutes  about  70  per  cent  of  the  total  cost 
of  producing  coal  f.  o.  b.  mine.  Inasmuch  as 
the  wage  scale  was  formulated  by  the  United 
States  Anthracite  Commission,  which  directed 
that  it  be  written  into  an  agreement  to  run 
until  March  31,  1922,  there  is  small  possibility 
of  a  reduction  in  that  respect. 

Buyers  of  both  bituminous  and  anthracite 
obviously  look  for  further  price  reductions 
later  in  the  summer.  One  hears  the  date  July 
1,  when  wages  of  railroad  workers  are  to  be 
reduced,  frequently  mentioned  in  this  connec- 
tion. As  a  matter  of  fact,  there  is  no  tangible 
evidence  whatsoever  up  to  the  present  time  to 
substantiate  the  belief  that  downward  revision 
of  railroad  rates  will  follow  on  the  heels  of 
wage  reductions. 

Construction  Affords  Basis  for  Hope. 

May  operations  in  thei  building  industry  may 
be  described  as  distinctly  satisfactory,  all  in- 
fluencing factors  considered.  The  Commercial 
and  Financial  Chronicle,  drawing  its  data  from 
178  cities,  arrives  at  the  following  sums  as 
representing  the  projected  building  expendi- 
tures during  the  first  five  months  of  each  year 
cited: 

Outside  In 

Toar                  New  York  Kew  York  Total 

1921     $447,197,039  $140.177.SR3  $587,375,502 

19';0    582.884,294  150,167,654  733,051,948 

1919    275.000.000  61,219,744  330,219.744 

It  is  pointed  out  that,  although  the  ]i)21 
total  for  the  whole  country  is  well  below  that 
for  1920,  several  cities  report  large  gains  over 
the  previous  year. 

There  is  ample  evidence  that,  both  in  the 
ranks  of  building  workers  and  of  those  who 
handle  building  materials,  reason  in  the  mat- 
ter of  reward  is  beginning  to  appear,  as  it  has 
become  more  and  more  obvious  that  with 
prices  and  wages  both  pushed  to  a  point  where 
economic  consumption  could  no  longer  be  ex- 
pected, strangulation,  rather  than  a  golden 
harvest,  resulted.  The  prices  stayed  at  the 
high  point  they  had  reached,  for  a  time,  and 
the  nominal  wa.ges  remained.  Rut  construc- 
tion work  itself  began  to  sag  desperately.  Now 
material  prices  in  New  York  City  arc  reported 
to  be  off  2.5  per  cent  or  more,  and  workers  in 
Chicago,  Cleveland,  San  Francisco  and:  St. 
Paul  have  agreed  to  a  wage  reduction,  rather 


than  cling  to  the  higher  rate  that  brought  no 
work.  This  means  laying  the  foundation  for 
hopeful  developments  in  the  whole  industry. 

Crop  Prospects  and  Prices. 

Harvesting  of  wheat  is  in  full  swing,  and 
the  prospects  still  indicate  a  crop  considerably 
above  last  year,  as  well  as  above  the  normal 
for  previous  years.  The  government's  June  re- 
port gave  a  prospective  total  of  839  million 
bushels,  as  compared  with  787  million  bushels 
last  year,  and  728  million  bushels  the  pre-war 
normal.  Recent  price  declines  in  the  face  of 
large  exports,  would  indicate  the  grain  trade's 
faith  that  the  crop  will  be  in  no  sense  disap- 
pointing. 

It  has  been  pointed  out  that  the  reason 
wheat  prices  hold  relatively  better  than  those 
of  such  other  agricultural  products  as  corn, 
oats  and  cotton  lies  in  the  fact  that  Russia  is 
still  unable  to  export  wheat  on  anything  like 
a  large  scale.  Since  the  possibility  of  Russia 
entering  the  international  market  to  any  ex- 
tent this  year  still  seems  vague,  the  prospects  of 
continued  large  demands  for  American  wheat 
abroad  are  altogether  favorable.  Secretary  of 
Commerce  Hoover  estimates  that  the  carry- 
over of  wheat  in  this  country  for  the  current 
year  will  be  no  more  than  75  million  bushels, 
but  that  the  corn  carry-over  will  be  500  mil- 
lion bushels. 

Corn  appears  to  be  making  excellent  prog- 
ress, and  would  seem  to  be  the  best  situated, 
from  an  agricultural  standpoint,  of  all  the 
grains.  Exports  for  the  fiscal  year  ending 
June  30  will  have  been  approximately  50 
million  bushels,  as  against  some  3.88  million 
bushels  the  previous  year.  Reports  from  the 
oats  crops  are  less  favorable  than  from  any  of 
the  other  staple  grains. 

Acreage  in  the  South  devoted  to  cotton  this 
year  probably  has  not  been  as  greatly  reduced 
as  was  predicted  in  some  instances  earlier  in 
the  year.  Twenty-five  per  cent  reduction,  or  a 
shade  under  that,  now  seems  to  be  the  fairest 
figure  that  can  be  set.  The  use  of  fertilizer, 
formerly  considered  essential  to  good  results. 
has  been  greatly  limited.  The  present  outlook 
is  for  the  smallest  crop  in  twenty  years,  but  in 
arriving  at  any  conclusions  about  the  cotton 
crop  at  this  time  of  year,  it  must  be  borne  in 
mind  that  the  very  many  favorable  and  un- 
favorable factors  entering  into  cotton  growing 
subject  any  estimate  to  radical  revision  as  the 
season  progresses.  Prices  continue  weak,  and 
during  June  dropped  in  New  York  to  the  low- 
est level  reached  since  the  pre-war  period. 

Textiles. 

The  wool  market  during  June  was  fairly  ac- 
tive, sales  having  increased  materially  toward 
the  latter  part  of  the  month.  Prices  remained 
unchanged  for  the  most  part;  in  some  few  in- 


stances slight  further  descents  were  recorded. 
Seasonal  demand  for  light  goods  at  retail  has 
been  accentuated  somewhat  by  the  hot 
weather.  It  is  estimated  by  the  U.  S.  Bureau 
of  Markets  that  world  production  of  wool  is 
now  on  a  9,3  per  cent  pre-war  basis,  with  con- 
sumption at  about  70  per  cent  pre-war  normal. 

Price  Trends 

That  prices  have  a  psychological  aspect, 
as  well  as  physical,  was  never  better  illus- 
trated than  at  the  present  moment.  The  high 
peak  reached  during  the  war,  followed  by  the 
very  drastic  reductions  in  many  commodities, 
has  stimulated  a  state  of  mind  which,  expec- 
tant of  still  further  reductions  all  along  the 
line,  occasions  that  degree  of  purchase  de- 
scribed as  "hand-to-mouth."  Everybody  defers 
as  long  as  possible  the  purchase  of  everything 
possible.  The  result  is  felt  in  every  field  of 
business. 

While  it  is  clear  that  the  prices  of  many 
products  have  now  reached  rock  bottom,  the 
situation  we  are  at  present  experiencing  only 
serves  to  emphasize  more  vigorously  the  ne- 
cessity for  establishing  equilibrium,  on  a  stable 
price  basis,  between  finished  products  on  one 
hand  and  raw  products  on  the  other. 

The  Bureau  of  Statistics  of  the  Department 
of  Labor,  in  its  report  for  May,  shows  that 
commodity  prices  during  that  month  declined 
1.9  per  cent,  leaving  the  index  number  44>< 
per  cent  below  the  bureau's  peak  price  in 
May  a  year  ago,  but  still  51  per  cent  above 
the  191.3  average.  Foodstuffs,  with  a  decline 
of  53J4  per  cent  from  the  peak  showed  the 
greatest  drop,  and  fuel  and  lighting  materials, 
with  a  downward  movement  of  liyi  per  cent, 
showed  the  firmest  resistance  to  decline.  The 
following  table,  compiled  by  the  Federal  Re- 
serve Bank,  discloses  that  the  price  trend  in 
this  country  has  been  more  rapidy  downward 
than  in  any  of  the  other  principal  nations. 
Wholesale  prices  are  used  as  the  basis  for 
the  computation,  average  prices  for  191.3  being 
taken  as  100. 

Per 
Peak,  April.  cent 
1920  1921        decline 

United    States   264  143     •       46 

United    Kingdom    313  199  36 

France    588  347  41 

Italy    670  584  13 

Germany*  1.714  1,429  17 

Sweden   „ 166  229  37 

Japan  821  190  41 

Canada    268  187  29 

Australia*    ™ __ 286  171  28 

India*    218  tl83  16 

*  Base  period,  middle  of  1914.     t  March,  1921. 

Protectin>{  the  Nation's  Live  Stock. 

Much  needed  aid  to  live  stock  growers  will 
be  available  within  the  very  near  future,  fol- 
lowing the  completion  of  arrangements  by 
Eastern  and  Western  bankers,  acting  jointly, 


to  provide  credit  facilities   up  to  $50,000,000 
for  cattle  financine. 

Tlic  situation  of  the  live  stock  grower  has, 
as  a  result  of  the  sudden  decline  in  commodity 
values  and  the  general  unsettled  state  of 
business,  been  particularly  distressing.  His 
problem  has  been  utterly  different  from  that 
of  any  other  producer.  Whereas  the  factory 
operator  could  economize  in  his  disburse- 
ments, reduce  his  output,  even  close  his  plant 
for  a  time,  or  make  any  of  a  number  of  other 
drastic  readjustments  to  bring  his  business 
into  step  with  current  conditions,  the  live 
stock  producer  has  been  confrbnted  vvith  but 
two  alternatives :  either  obtain  funds  immedi- 
ately for  the  customary  financing  of  his  opera- 
tions, or  to  slaughter  his  herds— his  breeding 
animals  along  with  the  others. 

With  credit  conditions  tight,  it  was  found 
necessary  to  resort  to  the  second  alternative 
in  all  too  many  cases.  The  result  is  not  only 
surchartjcd  with  possible  disaster  to  the  live 
stock  grower  himself,  but  constitutes  a  real 
menace  to  the  entire  country.  The  live  stock 
grower's  breeding  herds  form  the  foundation 
of  his  whole  busmess:  of  the  entire  beef  sup- 
ply of  the  country,  in  fact.  Depletion  of 
these  herds,  to  anything  like  the  extent  that 
was  becoming  imminent,  would  have  meant 
striking  at  the  very  source  of  an  industry  af- 
fecting, directly  or  indirectly,  every  consumer 
in  the  country. 

The  seriousness  of  the  situation  was  first 
brought  formally  to  the  attention  of  the  Ad- 
ministration at  Washington  which,  in  line  with 
its  announced  policy  of  "more  business  in  gov- 
ernment and  less  government  of  business," 
asked  the  banks  of  the  country  to  handle  the 
matter.  It  was  felt  that  commercial  loans  of 
the  type  involved  could  be  much  more  quickly 
and  successfully  handled  by  the  banks,  which 
make  such  operations  their  daily  business,  than 
by  governmental  entry  into  another  phase  of 
business  life. 

Loan  Pool  of  $35,000,000. 

Representatives  of  the  Eastern  banks  guar- 
anteed to  provide  $2.5,000,000  for  the  cattle 
loan  pool,  providing  the  Western  bankers 
would  match  this  sum  dollar  for  dollar.  Af- 
fairs connected  with  the  credit  in  the  East 
are  being  handled  by  Mr.  Eric  P.  Swenson, 
Chairman  of  the  Board  of  The  National  City 
Bank  of  New  York,  who  is  also  chairman  of 
the  committee  representing  the  Eastern 
bankers,  and  by  Mr.  S.  E.  Ward,  Vice- 
President  of  the  National  Bank  of  Com- 
merce in  New  York.  The  Western  Executive 
Committee,  which  has  its  headquarters  in  Chi- 
cago, is  composed  of  Mr.  M.  A.  Traylor,  Presi- 
dent. First  Trust  &  Savings  Bank,  Chicago; 
Mr.  J.  R.  W^ashburn,  Vice-President,  Conti- 
nental and  Commercial   National  Bank,  Chi- 


cago ;  Mr.  S.  T.  Kiddoo,  President,  Live  Stock 
Exchange  National  Bank;  Mr.  M.  L.  McClurc, 
Director,  The  Federal  Reserve  Bank,  Kansas 
City;  and  Mr.  John  Fletcher,  Vice-President, 
Fort  Dearborn  National  Bank,  Chicago. 

Since  the  situation  which  brought  the  credit 
into  existence  is  acute,  every  effort  will  be  ex- 
erted to  make  funds  under  it  available  at  the 
earliest  possible  date.  Direct  placing  of  the 
loans  will  be  through  well  known  cattle  loan 
companies,  intimate  with  local  conditions,  and 
through  local  banks.  Notes  received  under 
the  loan  will  have  a  maturity  of  6  months,  with 
the  privilege  of  renewal,  where  necessary,  up 
to  a  total  of  30  months.  First  consideration 
will  in  all  cases  be  given  to  the  breeding  herds. 

The  rate  of  interest  will  be  as  low  as  is  con- 
sistent with  current  conditions  in  the  money 
market.  It  may  be  definitely  stated  that  no 
brokerage  commissions  in'  connection  with 
placing  the  loans  will  be  permitted.  It  is  held 
by  the  bankers  instrumental  in  providing  the 
credit  that  the  chief  purpose  of  the  loan  is  serv- 
ice— to  provide  greatly  needed  aid  to  those 
who  are  confronted  with  a  very  menacing 
problem.  Any  brokerage  commission,  there- 
fore, would  be  entirely  out  of  keeping  with 
the  spirit  in  which  the  money  has  been  so 
promptly  provided. 

Frei>{ht  Rates  and   Business. 

The  abrupt  declines  that  the  prices  of  farm 
and  other  products  have  suffered  have  brought 
freight  rates  under  sharp  criticism.  Senator 
Capper  of  Kansas  recently  stated  that  "these 
rates  almost  absorb  the  farmer's  grain,  also 
a  large  proportion  of  his  livestock ;  they  have 
absorbed  the  decrease  in  the  price  of  lumber; 
they  have  helped  in  many  ways  to  demoralize 
the  business  of  the  country  and  to  prevent  its 
recuperation." 

Freely  granting  that  the  position  of  the  agri- 
culturist has  been  an  unhappy  one  in  the  past 
few  months,  it  seems  to  us  that  freight  rates 
are  not  guilty,  as  charged.  The  causes  of 
commercial  depression  are  worldwide  and  are 
not  to  be  found  in  domestic  transportation 
charges.  When  business  was  good  last  Fall 
the  largest  tonnage  in  the  history  of  the  coun- 
try was  offered  the  railroads,  despite  the  ad- 
vanced rates  which  became  effective  August 
26th.  Today  ocean  tonnage  rates  are  at  the 
lowest  levels  in  a  great  many  years,  but  ocean 
traffic  is  suffering  perhaps  even  greater  stag- 
nation than  rail  traffic.  There  are  many  com- 
modities that  would  not  move  even  if  the  roads 
offered  to  carry  them  free  for  the  simple 
reason  that  no  market  exists  for  them. 

The  California  Citrus  League  is  appealing 
to  the  Interstate  Commerce  Commission  for 
lower  rates,  in  spite  of  the  fact  that  367,741 
carloads  of  fruits  and  vegetables  have  been 


shipped  in  1921  as  compared  with  309,181  car- 
loads in  1920.  Higher  rates  are  clearly  not 
checking  the  movement  of  this  class  of 
product. 

Freight  Rates  and  Commodity  Costs. 

The  question  as  to  whether  freight  rates 
are  unduly  burdensome  has  been  carefully 
checked  by  Mr.  Julius  Kruttschnitt,  chairman 
of  the  Southern  Pacific,  and  his  investigation 
proves  that  rates  are  an  inconsiderable  frac- 
tion of  the  toll  taken  by  commission  mer- 
chants and  retailers  on  many  commodities. 
For  example,  from  figures  furnished  by  one 
of  the  large  growers  of  lettuce  in  California, 
it  appears  that  a  carload  retails  in  New  York 
markets  at  ^,320,  and  that  the  same  carload 
was  delivered  in  New  York,  all  charges  paid 
including  cost  of  seed,  labor,  packing,  freight 
and  ■'efrigeration,  etc.,  for  $1,158.  Texas 
farmers  in  April  received  $5  a  ton  for  spinach. 
The  -'"ight  rate  to  Chicago  was  $30.36  a  ton. 
The  retail  price  at  that  time  was  $300  a  ton, 
or  $264.64  more  than  the  railroad  and  the 
grower  together  received.  Whether  the 
farmer  would  be  benefited  in  the  slightest  by 
a  reduction  of  freight  rates  under  these  con- 
ditions is  hardly  debatable. 

That  the  Chairman  of  the  Interstate  Cona- 
merce  Commission  believes  that  remedies  for 
the  business  depression  must  be  sought  else- 
where is  evidenced  by  his  address  before  the 
Railway  Business  Association,  wherein  he 
stated:  "In  some  quarters  zealous  efforts  are 
made  to  have  it  appear  that  this  situation  is 
in  large  part,  or  in  the  main,  due  to  high 
freight  rates.  Freight  rates  are  high.  I  have 
yet  to  meet  a  well-informed  man  who  does  not 
feel  that  as  a  general  thing  they  can  be  made 
no  higher  as  a  revenue  measure.  Careful  in- 
quiry into  some  distressing  situations  discloses 
that  the  utilization  of  products  is  prevented  not 
by  freight  rates  but  by  economic  conditions, 
and,  perhaps,  manipulated  markets."  Again, 
when  Senator  Shortridge  appealed  to  the  In- 
terstate Commerce  Commission  for  lower 
rates  for  California  shippers.  Chairman  Clark 
replied:  "We  are  in  no  wise  insensible  to  the 
difficulties  which  shippers  generally  are  ex- 
periencing, but  as  I  have  said,  the  plight  of 
the  shippers  can  not  well  be  much  worse  than 
that  of  the  railroads.  In  many  instances  in- 
quiry into  a  situation  demonstrates  that  it  is 
not  high  freight  rates  that  is  preventing  the 
sale  of  goods  at  the  prices  that  must  be  paid." 

The  statement  was  recently  made  that  the 
rate  on  wheat  from  Kansas  City  to  New  York 
was  30  cents  a  bushel,  and  from  Argentina  to 
New  York  10  cents  a  bushel.  Mr.  Willard, 
President  of  the  Baltimore  &  Ohio  Railroad, 
analyzed  this  situation  and  found  that  when 
the  Argentine  wheat  reaches  New  York  in  the 
form  of  flour  its  transportation  has  cost  49 
cents,  as  against  33  cents  for  Kansas  flour.    In 


1902  the  freight  rate  on  a  bushel  of  .wheat  from 
Chicago  to  New  York  was  14  per  cent  of  the 
selling  price  on  the  Board  of  Trade.  Today 
it  is  15  per  cent.  The  rate  is  relatively,  there- 
fore, scarcely  more  burdensome  today  than  it 
was  twenty  years  ago  measured  by  the  sell- 
ing price. 

In  making  the  horizontal  advances  last  year 
many  inequalities  were  inevitable,  but  the 
railroads  have  shown  a  commendable  spirit  in 
adjusting  these  inequalities  with  dispatch. 

Thisi  country  has  been  built  up  by  the  means 
of  the  cheapest  transportation  in  the  world 
and  so  we  believe  that  ultimately  a  general  re- 
duction in  rates  is  essential;  but  that  cannot 
come  until  railway  operating  costs  have  been 
substantially  reduced.  Until  then  no  reduc- 
tion is  defensible.  Railway  rates  are  on  a  war 
level  because  railway  costs  are  on  a  war  level 
and  business  would  be  poorly  served  by  a 
slashing  of  rates  that  would  produce  a  series 
of  railway  bankruptcies.  As  we  have  point- 
ed out  on  previous  occasions,  we  cannot 
expect  prosperous  conditions  until  the  cycle  of 
deflation  has  been  completed.  In  this  cycle 
must  be  included  railway  wages  and  railway 
supplies.  When  operating  expenses  have  been 
deflated  railway  rates  can  be  deflated,  but  we 
cannot  expect  to  go  back  to  the  pre-war  level 
of  rates,  as  those  rates  were  unfairly  low. 

What  the  Railroads  Are  Actually  Earning. 

Probably  those  people  who  are  agitating 
lower  freight  rates  are  ignorant  of  the  des- 
perate time  the  railroads  are  having  in  trying 
to  make  both  ends  meet.  Some  may  be  short- 
sightedly indifferent  to  the  financial  welfare 
of  the  carriers,  for  no  one  can  examine  their 
current  earnings'  statements  and  honestly  de- 
mand a  reduction  at  this  time.  It  has  been  a 
good  many  years  since  the  railroads  were  in 
afiluent  circumstances.  Today,  almost  with- 
out exception,  strong  and  weak  alike,  they  are 
living  by  the  sufferance  of  their  creditors  and 
by  the  doles  of  the  Interstate  Commerce  Com- 
mission and  the  Railroad  Administration. 

The  Transportation  Act,  it  will  be  recalled, 
required  the  Commission  to  establish  a  rate 
level  that  would  give  the  roads  a  return  of  not 
less  than  Sj.^  per  cent,  and  the  Commission, 
using  its  discretion  under  the  Act,  decided  that 
a  return  of  6  per  cent  was  needed,  the  extra 
^  per  cent  to  be  used  for  additions  and  better- 
ments. Competent  students  of  railway  eco- 
nomics were  agreed  that  this  was  the  lowest 
return  that  would  sustain  transportation  if 
private  capital  was  to  be  attracted. 

The  government  guaranty  expired  August 
31.  1920.  The  figures  of  operation  are  avail- 
able for  the  succeeding  eight  months.  A  6  per 
cent  return  for  that  period  amounts  to  $728,- 
901,000;  the  actual  net  operating  income  of 
the  carriers  was  only  $277,942,000,  or  $450,- 


958,000  less  than  the  minimum  they  should 
have  earned.  Furthermore,  almost  80  per 
cent  of  their  net  income  was  earned  in  the 
three  months — September,  October  and  No- 
vember— since  which  time  earnings  have  been 
very  much  less,  as  the  accompanying  table 
shows : 

Amount  actually      Deflctenoy 
earned  under  t% 

September.    1920    $76.S10.000  |3>.S71.000 

October    86.466.000  81.889,000 

November    64,348.000  60.234.000 

December    -       10,226,000  81,248.000 

Januao'.    19-1.   denctt..„  958.000  71.684.000 

February,  denclt  ~ -..         7,878.000  e«.998,000 

March    -       80,696.000  64,647.000 

April    _ 29,249,000  66.098,000 

The  average  net  earnings  of  the  railroads 
for  the  eight  months  since  the  government 
guaranty  expired  have  been  $34,700,000  a 
month  and  it  takes  $37,200,000  a  month  merely 
to  pay  interest  on  the  railroads'  funded  debt. 
These  figures  show  the  utter  impracticability 
of  any  reductions  in  rates  until  operating  ex- 
penses have  been  definitely  reduced. 

Only  these  meagre  net  earning?  justify  the 
forced  curtailment  of  the  necessary  expendi- 
tures for  maintenance  of  way  and  equipment 
which  has  occurred. 

Duty  of  the  Government. 

When  the  carriers  were  returned  to  their 
owners  their  treasuries  were  dangerously  de- 
pleted and  the  subsequent  negligible  net  earn- 
ings have  not  tended  to  strengthen  their  cash 
position.  In  consequence,  the  companies 
found  themselves  unable  to  pay  their  bills 
promptly.  It  has  been  estimated  that  more 
than  half  a  billion  dollars  is  owed  to  supply 
companies  for  rails,  ties,  coal,  etc.  Many  of 
these  supply  companies  are  seriously  embar- 
rassed and  throw  an  added  burden  on  the 
banks  which  must  carry  them.  One  railroad 
is  understood  to  have  bills  payable  of  $65,000,- 
000.  The  Government  is  said  to  owe  this  road 
over  $100,000,000.  This  is  a  typical  situa- 
tion. A  prompt  and  liberal  settlement  of  the 
accounts  between  the  Railroad  Administration 
and  the  carriers  would  produce  untold  bene- 
fits. It  would  be  the  first  step  towards  a  busi- 
ness revival.  The  second  step  would  follow 
when  increased  net  earnings  prompt  the  rail- 
roads to  begin  buying  again.  The  amount  of 
work  that  should  be  done  to  place  the  rolling 
stock  and  other  property  of  the  carriers  in 
shape  to  handle  a  normal  flow  of  traffic  is  stu- 
pendous. Far-sighted  business  men  have  rec- 
ogfnized  that  if  the  railroads  enter  the  mar- 
kets as  buyers  in  periods  of  depression,  not 
only  would  they  procure  their  supplies  more 
cheaply  but  the  period  of  depression  would  un- 
questionably be  shortened. 

The  President  has  discretion,  under  the 
Transportation  Act,  to  fund  the  capital  expen- 
ditures   made    on    the    railroads   during    the 


period  of  Federal  control.  This  funding  and 
the  payment  of  the  balances  still  due  for  the 
guaranty  period  would  release  substantial 
amounts  of  cash  to  the  railway  companies 
which  in  turn  should  promptly  liquidate  their 
debts  to  the  supply  companies  and  banks. 
Thus  it  lies  in  the  power  of  the  Government  to 
an  unusual  degree  to  assist  materially  in  the 
recuperation  of  business. 

The  railroads'  difficulties  were  the  chief  sub- 
ject of  discussion  between  the  President  and 
the  leading  western  bankers  at  the  White 
House  conference  on  June  20.  The  deep  per- 
sonal interest  which  the  President  is  mani- 
festing in  the  critical  railway  problem  will 
assuredly  hasten  its  solution. 

Causes  of  Diminished  Earnings. 

As  is  well  known,  there  is  a  seasonal  fluctu- 
ation in  the  movement  of  traffic  in  good  as 
well  as  in  poor  years.  Traffic  is  always  at  the 
ebb  in  February  and  gradually  rises  to  a  peak 
in  October.  The  average  falling  off  in  the 
volume  of  freight  traffic,  measured  by  ton 
miles,  between  October  and  February  for  sev- 
eral years  past  has  been  28  per  cent.  The  de- 
cline from  October,  1920,  to  February,  192J, 
however,  has  been  much  sharper — no  less  than 
47  per  cent.  With  the  volume  of  traffic  vir- 
tually cut  in  two,  it  is  not  surprising  that  ap- 
proximately one  in  five  of  all  the  freight  cars 
of  the  country  were  idle  and  that  net  earnings 
in  February  should  have  been  written  in  red 
figures. 

This  shrinkage  in  traffic,  however,  has  been 
only  a  secondary  cause  of  the  railway  diffi- 
culties. The  primary  cause  is  the  high  cost  of 
labor  and  materials,  and  these  costs  are  al- 
most wholly  beyond  the  control  of  the  rail- 
way manager.  As  Mr.  Kruttschnitt  points 
out  in  a  very  illuminating  letter  just  sent  to 
the  stockholders  of  the  Southern  Pacific,  64 
cents  out  of  every  dollar  of  operating  expenses 
were  paid  to  labor  at  prices  fixed  by  the  Gov- 
ernment; 15  cents  additional  went  for  mate- 
rials and  supplies  at  prices  fixed  by  the  Gov- 
ernment, and  Syi  cents  were  paid  for  expenses 
incurred  by  the  Government  in  the  first  two 
months  of  1920  when  the  carriers  were  still 
under  Federal  control.  Therefore  a  total  of 
825/2  cents  out  of  each  dollar  of  expenses  in 
1920  was  paid  out  at  prices  practically  fixed  by 
the  Government  itself.  Other  materials  and 
supplies  consumed  last  year  costing  15  cents 
out  of  each  dollar,  were  purchased  by  the 
roads  at  prices  fixed  by  general  market  con- 
ditions. In  other  words,  only  2J^  cents  out  of 
each  dollar  of  expenses  was  under  the  control 
of  managerial  ability. 

Before  the  Adamson  Law  went  into  effect 
in  1916,  the  railway  wage  bill  was  $1,468,576,- 
394,  or  40.8  per  cent  of  operating  revenue.  In 
1920,  the  same  bill  was  $3,742,486,936,  or  61.1 
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per  cent  of  gross.  These  figures  largely  ex- 
plain the  deplorable  comparison  set  forth 
below : 

1920  1916 

Operating  revenues   $6,225,402,762  $3,596,865,766 

Operating  expenses, 

taxes,    rents    6,163,138,341  2,556,781,249 

Net    operating:    Income         $62,264,421        $1,040,084,517 

In  1916,  which  was  a  normal  year,  71  cents 
out  of  each  dollar  of  revenue  covered  operat- 
ing expenses,  taxes  and  rents.  In  1920,  99 
cents  was  so  consumed.  The  balance  of  ap- 
proximately $62,000,000  left  for  security  hold- 
ers for  interest  and  dividends  was  one-sixtieth 
of  the  amount  paid  to  employees.  Had  not  a 
great  majority  of  the  roads  accepted  the  guar- 
anty provisions  of  the  Transportation  Act, 
thus  securing  the  Governmental  rental  until 
September  1st,  it  is  obvious  that  few  solvent 
roads  would  have  existed  at  the  end  of  the 

year. 

Security  Prices  Suffer. 

Because  of  impaired  earning  power,  the 
Pennsylvania  has  been  forced  to  cut  its  divi- 
dend to  4  per  cent,  the  lowest  rate  paid  in  a 
generation.  The  Panhandle  and  the  Omaha 
dividends  have  been  passed,  and  the  Chesa- 
peake &  Ohio  and  Hocking  Valley  dividends 
deferred.  Security  prices  have  not  unnatur- 
ally been  adversely  affected.  One  must  go 
back  to  1890  to  find  Great  Northern  preferred 
selling  as  low  as  it  did  in  June.  Southern 
Pacific  broke  through  70,  the  first  time  since 
the  panic  of  1907,  although  the  company  en- 
joys an  exceptionally  strong  position.  North- 
ern Pacific,  which  is  paying  its  quarterly  divi- 
dend out  of  surplus,  sold  at  its  lowest  price  in 
21  years.  The  National  City  Company  has 
just  prepared  a  chart  of  the  average  price  of 
ten  high  grade  railroad  bonds,  which  shows 
that  current  prices  are  the  lowest  in  40  years. 

Gloomy  as  the  situation  is  there  are 
some  encouraging  developments.  The  Labor 
Board  has  authorized  a  12  per  cent  reduction 
in  wages  effective  July  1,  which  will  result 
in  savings  estimated  at  $.375,000,000  a  year, 
and  the  wasteful  national  agreements  are 
abrogated  as  of  the  same  date.  We  must 
comment,  however,  on  the  injustice  to  the  car- 
riers in  postponi.ig  the  date  of  relief  from  in- 
tolerable financial  burdens  when  the  increases 
authorized  last  summer  were  made  retroactive 
for  two  months.  We  also  believe  that  the  de- 
cision of  the  I-abor  Board  should  have  gone 
further  and  cancelled  last  vear's  increase  which 
added  over  $855,000,000  to'  the  pay  roll.  Every- 
one wishes  to  see  those  who  work  in  trans- 
portation service  fairly  remunerated,  but  there 
is  no  possible  justification  for  many  of  the 
abuses  that  crept  into  wage  schedules  during 
Federal  control  which  very  often  required 
payment  for  work  never  done.  A  notorious 
illustration  is   an  agreement  compelling  five 


hours  pay  for  any  work  after  an  eight  hour 
schedule  even  if  such  work  might  take  but  five 
minutes.  Such  economic  waste  is  indefensible 
at  any  time  but  is  an  impossible  burden  under 
prevailing  conditions.  Full  crew  laws  are  still 
in  effect  in  many  states  and  require  the  em- 
ployment of  unnecessary  trainmen.  State  laws 
require  that  the  Missouri,  Kansas  &  Texas 
maintain  general  offices  in  three  states,  en- 
tailing a  sheer  waste  of  a  quarter  of  a  million 
dollars  a  year.  The  public  should  demand  the 
speedy  abolition  of  law-made  jobs. 

Tlie  Transportation  Act. 

We  do  not  agree  with  those  who  claim  that 
the  Transportation  Act  is  a  failure.  It  has  not 
yet  had  time  to  demonstrate  its  worth.  Its 
fundamental  theory  is  the  recognition  of  the 
rights  of  investors.  Due  to  the  steady  fall 
of  freight  rates  after  1905  and  the  persistent 
rise  of  wages  and  prices,  railway  investors 
have  suffered  severely.  Between  1912  and 
1919  nearly  $4,000,000,000  were  added  to  the 
railway  property  values,  and  yet  the  return 
paid  to  investors  in  the  form  of  interest  and 
dividends  increased  only  $8,700,000.  The  new 
capital  yielded  an  additional  income  of  two- 
tenths  of  1  per  cent.  Recognizing  the  impossi- 
bility of  continuing  to  attract  private  funds  un- 
der such  treatment,  the  framers  of  the  Esch- 
Cummins  Act  wrote  into  the  law  that  rates 
must  cover  not  only  the  expenses  of  operation 
but  a  fair  return  on  the  aggregate  value  of  rail- 
way property.  Unfortunately,  the  Act  divided 
authority.  Less  than  twelve  months  prac- 
tical experience  demonstrates  the  futility  of 
requiring  one  body  sitting  in  Washington  to 
build  up  and  protect  railway  net  revenues 
when  another  body  sitting  in  Chicago,  with- 
out responsibility  for  the  financial  results  of 
its  decisions,  can  nullify  the  best  efforts  of  the 
first  body.  The  Transportation  Act  needs 
amendment  in  this  particular.  The  Interstate 
Commerce  Commission,  heavily  burdened 
though  it  is,  must  have  ultimate  authority 
over  what  the  railroads  pay  for  services  re- 
ceived as  they  have  authority  over  receipts 
for  services  rendered. 

The  Colombian  Treaty. 

Friends  of  Colombia  have  taken  issue  with 
some  of  the  statements  made  in  the  May  num- 
ber of  our  Monthly  Letter  relative  to  the 
events  leading  up  to  revolution  at  Panama  and 
the  recognition  of  the  independence  of  Pan- 
ama by  President  Roosevelt.  Their  claim  is 
that  the  Colombian  Senate  was  within  its 
rights  under  the  constitution  of  Colombia  in 
rejecting  the  Hay-Herron  treaty,  which  Presi- 
dent Morroquin  had  negotiated,  that  there  was 
no  collusion  between  Morroquin  and  the  Sen- 
atP;  and  therefore  no  violation  of  faith  with 
the  United  States. 


While  admitting  that  Morroquin  exercised 
the  powers  of  the  Colombian  Congress  in  ad- 
dition to  the  powers  of  President  during  a 
period  of  civil  war  lasting  several  years,  they 
say  that  this  was  in  accordance  with  the  Co- 
lombian constitution,  and  that  a  Congress  was 
duly  and  legally  elected  and  convened  after 
the  termination  of  the  civil  war,  and  that  the 
Senate  then  elected  and  convened  rejected  the 
treaty  for  reasons  which  it  deemed  sufficient. 

We  are  quite  willing  to  present  this  side  of 
the  case,  and  recognize  that  when  a  contro- 
versy turns  largely  upon  a  question  of  the 
motives  which  have  actuated  individuals  in 
the  performance  of  certain  acts,  the  discussion 
is  very  likely  to  be  inconclusive  and  unprofit- 
able. 

Our  reference  to  the  treaty  was  not  made 
with  any  purpose  to  revive  the  contro- 
versy, or  to  insist  upon  the  view  taken  by  the 
United  States  authorities  when  the  unfortun- 
ate disagreement  occurred,  but  simply  to 
record,  from  the  standpoint  of  the  United 
States,  why  the  settlement  had  been  made, 
and  to  commend  it.  We  have  held  that  the 
chapter  could  not  be  considered  closed  until 
a  settlement  satisfactory  to  Colombia  had  been 
made,  because  more  important  than  the  mo- 
tives or  mistakes  of  the  personages  compos- 
ing either  government  at  that  time  are  the 
questions  of  fundamental  justice  and  good  re- 
lations between  the  two  countries.  All  of  the 
individuals  originally  identified  with  the  con- 
troversy, and  whose  acts,  performed  in  the 
exercise  of  their  discretion,  resulted  in 
strained  relations,  have  passed  away,  but  the 
relations  between  the  countries  are  perpetual 
and  should  be  friendly  and  more  intimate  as 
time  goes  on. 

International  Relations. 


Our  original  reference  to  the  treaty  with 
Colombia  and  the  settlement  for  which  it  pro- 
vides was  for  the  purpose  of  emphasizing  the 
importance  of  giving  due  consideration  to  the 
views  and  feelings  of  other  peoples  in  matters 
of  common  concern  over  which  differences  of 
opinion  develop.  If  we  are  in  favor  of  reduc- 
ing expenditures  upon  armies  and  navies  and 
believe  that  nations  should  be  able  to  main- 
tain friendly  relations,  we  should  try  to  avoid 
policies  that  are  likely  to  cause  irritation.  The 
sure  basis  for  world  peace  is  good  feeling  and 
a  disposition  in  every  country  to  pursue  a  pol- 
icy in  international  afTairs  that  makes  for 
friendly  relations  and  the  general  welfare. 

There  is  another  situation  in  our  interna- 
tional relations  which  gives  greater  concern 
to  many  of  our  people  than  did  that  be- 
tween this  country  and  Colombia,  and  that  is 
the  situation  created  by  the  proposal  to  reopen 
the  question  of  tolls  upon  the  Panama  Canal. 


The  entire  history  of  negotiations  over  the 
canal  project  from  the  time  of  Henry  Clay  to 
the  ratification  of  the  Hay-Pauncefote  treaty 
shows  that  the  United  States  always  stood 
for  the  construction  of  a  canal  which  would 
be  open  to  the  ships  of  all  countries  upon  equal 
terms,  no  matter  by  whom  the  canal  might 
be  constructed.  In  the  early  years  it  seemed 
probable  that  the  capital  for  such  an  under- 
taking would  come  from  Europe.  The  capital 
for  the  construction  of  our  early  railways 
came  largely  from  there,  and  it  was  natural 
to  expect  that  the  canal  venture  would  enlist 
capital  there,  rather  than  in  this  country.  The 
Government  at  Washington  in  those  years 
showed  much  solicitude  for  the  principle  of 
equal  treatment.  It  expressly  sought  the 
agreement  with  Great  Britain  to  that  effect, 
embodied  in  the  Clayton-Bulwer  treaty,  ne- 
gotiated in  1850. 

Clayton-Bulwer  Treaty. 

As  showing  the  attitude  of  our  Government 
the  following  extract  from  a  letter,  dated  Oc- 
tober 20,  1849,  by  the  Hon.  John  M.  Clayton, 
Secretary  of  State,  to  Mr.  Lawrence,  our  Am- 
bassador to  Great  Britain,  in  regard  to  an 
agreement  relative  to  the  Nicaraugua  route,  is 
quite  conclusive.    Mr.  Clayton  said: 

If,  however,  the  British  Government  shall  reject 
these  overtures  on  our  part,  and  shall  refuse  to  co- 
operate with  us  in  the  generous  and  philanthropic 
scheme  of  rendering  the  inter-oceanic  communication 
by  way  of  the  port  and  river  of  San  Juan  free  to  all 
nations  upon  the  same  terms,  we  shall  deem  our- 
selves Justifled  in  protecting  our  interests  independ- 
ently of  her  aid  and  despite  her  opposition  or  hostility. 

Great  Britain  yielded  to  the  arguments  of 
the  United  States  government,  and  the  Clay- 
ton-Bulwer treaty  was  the  result,  in  which  it 
was  agreed  that  neither  country  would  ever 
attempt  to  secure  exclusive  control  of  the 
Canal  or  acquire  "any  rights  or  advantages  in 
regard  to  commerce  or  navigation  through  the 
said  canal  which  shall  not  be  offered  on  the 
same  terms  to  tlie  citizens  or  subjects  of  the 
other." 

The  Hay-Pauncefote  Treaty. 

More  than  fifty  years  passed  before  the 
movement  which  resulted  in  the  actual  con- 
struction of  the  canal  was  inaugurated.  After 
the  voyage  of  the  "Oregon,"  which  raced 
round  Cape  Horn  and  arrived  oflf  Santiago 
just  in  time  to  have  a  part  in  the  battle  with 
the  Spanish  fleet  in  1898,  the  American  people 
determined  to  have  the  canal.  They  proposed 
to  construct  it  with  public  funds,  and  they 
wanted  to  have  the  control  in  the  United 
States  government.  They  wanted  to  operate 
it,  regulate  the  tolls  and  defend  it  with  fortifi- 
cations if  they  chose  to  do  so.  The  British 
government  was  approached  with  a  view  to 
securing  modifications  of  the  Clayton-Bulwer 


treaty^  and  an  agreement  was  reached  in  the 
Hay-Pauncefote  treaty,  giving  us  what  we 
wanted  in  the  way  of  control.  The  terms 
were  extended  to  inckide  any  canal  forming  a 
passage  between  the  Atlantic  and  Pacific 
oceans. 

The  Hay-Pauncefote  treaty  was  signed  at 
Washington,  November  18,  '1901.  The  pro- 
vision as  to  equality  of  charges  is  adopted 
from  the  convention  governing  the  Suez  Ca- 
nal, and  reads  as  follows : 

The  canal  shall  be  free  and  open  to  the  vessels  of 
commerce  and  of  war  of  all  nations  observing  these 
rules,  on  terms  of  entire  equality,  so  that  there  shall 
be  no  discrimination  against  any  such  nation,  or  its 
citizens  or  subjects.  In  respect  of  the  conditions  or 
charges  of  traffic,  or  otherwise.  Such  conditions  and 
charges  of  trafllc  shall  be  just  and  equitable. 

This  language  would  seem  to  be  as  un- 
equivocal as  language  could  be,  but  there  are 
people  who  argue  that  the  covenant  simplv 
means  that  the  United  States  will  treat  afl 
other  nations  equally,  having  as  owner  of  the 
canal  a  right  to  make  any  terms  it  pleases  for 
American  shipping. 

Coastwise  Trade. 

That  argument  is  so  strained  that  it  can 
hardly  be  considered  seriously,  but  there  is 
another  plea  more  specious.  It  is  in  favor  of 
the  right  of  the  United  States  to  exempt 
coastwise  shipping  from  tolls,  on  the  ground 
that  foreign  ships  are  not  admitted  to  the 
coastwise  trade.  It  is  argued  that  since  there 
is  no  competition  there  can  be  no  favoritism 
or  inequality.  That  this  is  unsound  reason- 
ing will  appear  from  one  situation  which  might 
arise.  In  the  case  of  two  ships,  both  loaded 
with  lumber,  one  of  American  registry,  and 
sailing  from  Seattle,  and  the  other  of  British 
registry  and  sailing  from  Vancouver,  both 
bound  for  New  York ;  one  would  pass  through 
the  canal  free  under  the  proposed  act;  the 
other  would  pay  tolls.  Would  that  be  equal 
treatment  for  the  ships  of  all  nations? 

Great  Britain  undoubtedly  will  protest 
against  the  proposed  legislation  as  in  violation 
of  the  treaty,  and  a  great  many  Americans 
will  feel  that,  to  say  the  least,  the  policy  is 
not  as  clear  as  they  would  wish  it  to  be.  if  it 
is  to  be  the  occasion  of  a  controversy  between 
the  countries. 

Influence  Upon  Railroad  Traffic. 

Moreover,  there  is  a  very  good  reason  which 
concerns  ourselves  alone  for  not  remitting  the 
tolls  on  commerce  between  the  two  coasts,  and 
that  is  that  it  would  still  further  disturb  the 
railroad  situation.  The  time  has  gone  by  for 
accepting  every  policy  that  may  have  the  ef- 
fect of  reducing  railroad  rates  as  of  unques- 
tionable advantage  to  the  public.  The  railroads 
must,  somehow,  have  income  sufficient  to  live 


on,  and  it  is  a  serious  problem  to  find  it.  The 
Panama  Canal  has  been  built  at  great  expense 
to  the  public,  and  there  is  no  sound  reason 
why  the  trafific  which  uses  it  should  not  pay 
the  cost  of  maintaining  and  operating  it,  and 
a  fair  return  upon  the  capital  invested,  as 
traffic  on  the  railroads  must  be  required  to  do. 
A  reduction  of  railroad  earnings  on  transcon- 
tinental traffic  will  require  a  corresponding  in- 
crease of  earnings  from  other  traffic,  and  the 
interior  will  have  to  pay  the  bill. 

Sliipping  Act  Provisions. 

The  Shipping  Act  affords  an  example  of  pro- 
visions calculated  to  disturb  international  re- 
lations. It  gives  authority  for  putting  into 
force  discriminating  customs  duties  in  favor 
of  commodities  imported  in  ships  of  American 
registry  and  discriminating  railroad  rates  in 
favor  of  commodities  carried  in  such  ships. 
Every  discrimination  of  this  kind  produces  ir- 
ritation and  is  likely  to  provoke  retaliation  in 
some  way,  producing  more  irritation.  All 
such  provisions  are  economically  unsound,  be- 
cause they  tend  to  involve  the  trade  of  the 
world  in  a  mass  of  complications,  making  the 
e.xchange  of  products  more  difficult  and  more 
costly.  They  are  suggestive  of  the  jurisdic- 
tional disputes  among  labor  unions,  and  to- 
gether with  much  other  legislation  are  actu- 
ated by  the  vicious  theory  that  there  is  not 
enough  work  to  go  around,  and  that  the  sup- 
ply must  be  carefully  conserved. 

Everything  must  come  at  last  to  the  test 
of  whether  or  not  it  facilitates  business.  It  is 
not  at  all  certain  that  it  is  desirable  to  force 
all  our  foreign  trade  into  American  ships.  It 
should  not  be  overlooked  that  the  trade  is 
more  important  than  the  ships,  and  that  ef- 
forts to  have  everything  to  our  advantage  may 
overreach  themselves  and  injure  the  trade. 

Britisii  Banlcers  on  Foreign  Trade. 

The  leading  bankers  of  London  have  all 
joined  in  a  public  statement  in  which  they  have 
laid  down  very  cogently  the  arguments  in 
favor  of  public  economy  and  a  minimum  of 
governmental  interference  with  trade.  It  is 
vvorth  reading,  for  it  lays  down  general  prin- 
ciple which  apply  to  one  country  as  well  as 
another.  The  full  statement,  with  signatures, 
is  appended  herewith: 

A  hundred  years  ago,  tn  a  time  of  depression  fol- 
lowing a  great  war,  the  merchants  of  London  present- 
ed to  Parliament  a  memorable  petition  against  the 
"antl -commercial  principles"  of  the  restrictive  sys- 
tem then  in  force.  Today,  moved  by  the  same  anx- 
ieties, weighed  down  by  far  heavier  taxation  and  face 
to  face  with  proposals  Intended  to  renew  the  restric- 
tive methods  of  the  past  we  submit  that  it  is  essen- 
tial to  the  revival  of  confidence  that  no  legislative  or 
administrative  measures  should  be  taken  which  would 
diminish  the  total  output  of  British  Industry  or  check 
the  free  exchange  of  British  goods. 

The  burden  of  taxation  can  only  be  lightened  It  the 
necessity  for  public  economy  Is  resolutely  faced.   The 


» 


pr— Bt  r*t«  of  nattoiiAl  wcp*ndltur«  thr«ateaa  to  orlp- 
pl«  th*  country'a  roaourc**  and  to  Impair  Ita  credit 
abroad.  In  our  JudKoaent.  it  la  more  than  the  com- 
mercial community  can  boor,  more  than  the  capacity 
ot  the  nation  can  afford,  more  than  were  proper  eoon- 
onUea  effected,  the  nation  need  be  aaked  to  auataln. 

The  ayatcm  of  Oovernment  regulatins  trade  by  II- 
eenaea,  controls,  and  dopurtmental  ordera  l\aa.  admit- 
tedly, however  well-Intended,  had  in  many  eaaea  un- 
fortunate results.  Political  interference  with  the 
natural  course  of  commerce  without  regard  to  eco- 
nomic laws  invariably  doea  mischief.  Britiah  trade 
needa  nothing  so  much  for  its  recovery  aa  freedom 
to  deal  with  its  own  difficulties,  to  study  and  provide 
for  Its  own  interests  and  to  work  out  its  own  aalva- 
Uon. 

It  la  aa  true  as  it  was  a  hundred  years  ago  that 
foreign  commerce  conduces  to  the  wealth  and  pros- 
perity of  a  country  by  enabling  it  to  import  the  com- 
modities which  other  countries  are  best  able  to  sup- 
ply, and  to  export  in  payment  those  articles  which 
from  ita  own  altuation  it  is  best  adapted  to  produce; 
that  freedom  from  restraint  be  calculated  to  give  the 
utmost  extension  to  foreign  trade  and  the  best  direc- 
tion to  capital  and  Industry  and  that  the  maxim  of 
buying  in  the  cheapest  market  and  selling  In  the 
dearest,  which  regulates  every  merchant  in  his  in- 
dividual dealings,  is  the  best  rule  for  the  trade  of  the 
whole  nation. 

The  policy  of  trying  to  exclude  the  production  of 
other  countries,  with  the  well-meant  design  of  en- 
couraging our  own,  cannot  increase  the  volume  of 
commerce  or  the  total  volume  of  employment  here. 
But  it  may  well  compel  the  consumers  who  form  the 
bulk  of  our  population,  to  submit  to  privations  in 
the  quality  or  quantity  of  the  goods  they  buy  The 
importation  of  foreign  goods  does  not  diminish  the 
activities  of  our  people,  because  such  goods  can  only 
be  paid  for  by  the  produce  of  British  capital  and  labor. 
The  advocates  of  a  restrictive  system  are  too  apt  to 
lose  sight  of  the  elementary  fact  that  nations,  or, 
rather,  individual  members  of  nations,  buy  foreign 
goods  because  they  need  them,  not  to  benefit  others, 
but  to  benefit  themselves,  and  pay  for  them  by  pro- 
ducing goods  which  the  foreigner  In  his  turn  requires. 
We  cannot  limit  Imports  into  this  country  without 
limiting  our  export  trade,  and  striking  a  grave  blow 
at  the  world-wide  commerce  on  which  this  island 
kingdom   principally  depends. 

Trade  Is  exchange.  No  nation  which  lives  by  trad- 
ing with  others  can  prosper  unless  other  nations 
prosper,  too.  We  hold  today  great  stocks  of  goods. 
We  are  ready  to  manufacture  more.  There  is  a  large 
and  Insistent  demand  for  them  abroad.  But  owing 
to  the  paralysis  of  Continental  commerce — due  in 
part  to  the  restrictive  barriers  which  the  new  States 
have  set  up  between  themselves — the  would-be  buy- 
ers of  our  goods  have  not  the  means  to  pay  for 
what  they  want.  We  have  to  build  up  the  market 
that  we  need  by  encouraging  Continental  nations  to 
export  to  us.  For  It  is  only  by  exports  that  they  can 
re-establish  their  credit  and  provide  funds  for  the 
payment  of  their  debts.  In  such  a  situation  we  be- 
lieve that  all  expedients  to  control  and  hamper  Im- 
ports into  this  country,  whether  by  licenses,   tariffs. 


or  any  other  means,  can  only  retard  Improvement  in 
(ho  Continental  •xobangea  and  prevent  the  natural 
recovery  of  trade.  Liegialatlon  of  this  nature,  while 
It  may  increase  the  profits  of  a  few  aclected  indus- 
tries, cannot  full  to  check  our  output  as  a  whole 
and  to  Increase  the  costs  of  production  to  a  level 
which  may  make  It  increasingly  dimcult  for  British 
traders  to  compete  successfully  with  others  in  the 
markets  of  the  world. 

With  party  or  political  considerations  we,  aa  bank- 
ers are  not  concerned.  But  in  the  interesta  of  Brit- 
iKh  industry  and  commerce,  now  menaced  by  anxieties 
which  it  would  be  a  profound  mistake  to  underrate, 
we  desire  to  enter  a  respectful  protest  against  every 
restrictive  regulation  of  trade  which  tends  to  dimin- 
ish the  resources  of  the  State. 


C.   S.  Addia 
Avebury 
Henry   Bell 
K.  H.  Brand 

E.  C.  Brown 
Chalmers 

L.   K.  Chalmers 

L.  Currie 

P.  C.  Goodenough 

H.   C,   Hambro 

R.  M.  Holland-Martin 

Inchcape 

F.  Huth   Jackson 


R.  M.  Klndersley 
H.    S.    King 
Walter  X>eaf 
James  LiClgh-Wood 
F.  C.   L«  Marchant 
R.   McKenna 
Algernon   H.   Mills 
Edward  Paul 
J.   Beaumont   Pease 
Felix    Schuster 
J.    Hope    Simpson 
J.    H.    Tritlon 
11.   V.  Vassar-Smith 


Foreign  Trade  and  the  Exchanges. 

Foreign  exchange  rates  fluctuated  erratical- 
ly during  June.  Sterling,  starting  on  the  first 
day  of  the  month  at  $i.90,  registered  within 
nine  days  a  drop  of  20  points  to  $.^.70.  Al- 
most immediate  recovery  began,  but  the  $4 
mark  reached  late  in  May  was  not  again  ap- 
proached during  June. 

At  the  bottom  of  this  page  appears  a  graph 
which  pictures  the  course  followed  by  Sterling 
day  by  day  since  the  middle  of  May.  A  sin- 
gle glance  at  the  contortions  of  the  curve  will 
disclose  vividly  one  fundamental  reason  why 
American  trade  with  foreign  countries  is  so 
unsteady.  With  monetary  values  jumping  up 
and  down  like  the  needle  of  a  compass  literally 
in  a  single  day,  it  is  no  wonder  that  anything 
approaching  scientific  pricing  of  goods  enter- 
ing into  international  commerce  is  most  diffi- 
cult. 

The  principal  factor  in  the  Sterling  situation 
during  June  was  the  reported  heavy  buying  of 
dollars  in  London  for  German  reparations  pay- 
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ments.  Slight  effect,  it  is  conceded,  came 
through  the  interchange  of  commodities  be- 
tween the  two  countries,  since  sucli  impetus 
(often  a  dominating  factor)  was  neutralized 
by  the  decidedly  quiet  tone  of  business  in  both 
countries. 

Neither  French  nor  Scandinavian  exchanges 
exhibited  any  particular  features  during  the 
month.  The  lire  developed  a  decided  weak- 
ness, partially  due,  no  doubt,  to  the  fact  that 
the  Italian  government  has  lifted  its  exchange 
restrictions,  and  partially  to  the  fact  that  re- 
mittances from  Italians  in  this  country  to  the 
Motherland  have  dropped  materially  since  the 
industrial  depression  began. 

South  American  exchange  during  the  month 
continued  in  the  slump  which  it  began  to  de- 
velop nearly  a  year  ago,  and  consideration  of 
the  underlying  causes  for  the  depreciation  in- 
volves one  in  a  most  baffling  cycle  of  reason- 
ing. One  reason  why  South  America  is  buying 
lightly  from  us  because  dollars  are  at  such  a  rela- 
tively high  premium  (more  than  3  to  1  in  the 
case  of  Brazilian  exchanged  and  we  in  turn  are 
buying  lightly  from  South  America  because  we 
have,  apparently,  great  stocks  of  the  raw  mate- 
rials which  the  Southern  continent  exports.  Both 
conditions  affect  exchange.  That  is  to  say, 
trade  suffers  because  of  the  state  of  the  ex- 
changes, and  the  exchanges  suffer  because  of 
the  state  of  trade. 

Proper  balance  and  adjustment  seems  inev- 
itable, because  South  America  is  in  vital  need 
of  the  finished  products  which  this  country  is 
equipped  to  produce  in  surplus,  just  as  we  here 
vitally  need — under  normal  conditions — the 
coffee,  hides,  rubber,  wool,  meats,  metals,  etc.. 
which  South  America  produces  in  surplus.  The 
things  that  South  America  has  to  offer  in  the 
world's  markets  are  chiefly  raw  materiaisr  of 
prime  necessity;  therefore  conditions  there, 
although  temporarily  disturbed,  must  be  fun- 
damentally sound,  inasmuch  as  the  things  that 
South  America  produces  are  in  themselves 
fundamentally  necessary  to  the  world  as  a 
whole.- 

Foreign  exchange  rates  for  June  are  as  fol- 
lows : 

Rate  in  Rate  in  Change    %  of 

cent?  cents        from  Depre- 

Norraal      May  27  June  27       par  ciation 

Canada    1.00           .8950  .8825       .1175        Uyi 

Germany  .2382        .0162  .0135        .2247        94"^i 

Italy   1930       .0535  .0595        .1335       69 

Belgium    1930        .0842  .0805        .1125        58 

France    1930        .0843  .0807        .1123        58 

F.njriand    4.8^/)5      3  91  3.76  1.1065        22li 

Switzerland..      .1930        .1772  .1700        .02.30        12 

Holland  4020        .3485  .3315        .0705        17''i 

Denmark    2680       .1782  .1705        .0975       36'^ 

Norway  .2680       .1533  .1450       .1230       46 

Sweden   2680       .2310  2245        .0435        16J4 

Spain    1930        .1315  .1320        .0610        3V/j 

Argentina   ....     .9648        .7600  .6850        2798        29 

Japan  4985        .4800  .4800       .0185         3% 


The  picture  of  this  country's  foreign  trade 
as  reflected  in  the  last  official  report  of  the  de- 
partment of  Commerce,  is  anything  but  grati- 
fying. During  the  month  of  May,  this  year, 
the  value  of  our  exports  was  55.9  per  cent 
below  that  of  May,  1920,  and  our  imports  52.4 
per  cent  below.  During  the  eleven  months 
ending  May  31,  we  exported  17.4  per  cent  lesb 
than  during  the  11  months  ending  May  31, 
1920,  and  imported  26  per  cent  less.  Stated 
in  dollars,  these  values  were: 

Exports  Imports 

May,   1921    $329,746,379  J204,910.865 

May,    1920    745,523,223  431,004,944 

11    Months    ending    May, 

1921     6,179,350,357  3,468,787,161 

11    Months    ending   May, 

1920    7,479,611,906  4,685,746,680 

The  May  figures  mark  a  new  low  level  tor 
the  year  1921  in  both  imports  and  exports; 
they  reflect  not  only  a  further  slackening  in 
the  demand  for  foreign  goods  here  and  for  our 
goods  abroad,  but  likewise  the  steady  decline 
of  commodity  prices.  England  has  the  same 
story  to  tell,  with  her  total  exports  off  £89 
million  as  compared  with  May,  1920,  and  her 
imports  off  £80  million.  In  other  words  the 
condition  which  brings  about  these  results  is 
a  world  condition,  a  slackening  of  demand  and 
purchasing  power  everywhere.  The  evil  of 
falling  international  trade  will  be  cured,  not 
when  some  one  country — our  own,  for  in- 
stance— begins  to  make  satisfactory  progress 
toward  post-war  recovery,  but  when  all  of  the 
important  countries  of  the  world  have  begun 
to  re-establish  their  economic  life  on  the  basis  of 
former  balance  and  stability.  Even  a  perfunc- 
tory examination  of  foreign  trade  statistics 
from  month  to  month  gives  in  unmistakable 
language  evidence  of  how  intimately  the  pros- 
perity of  this  country  is  found  to  be  linked 
with  the  recovery  of  Europe  and  the  rest  of 
the  world. 

The  Money  Market. 

Money  rates  for  both  call  and  time  loans 
softened  materially  during  June.  Numerous 
influences  to  bring  about  this  condition  were 
at  work,  including  the  Federal  Reserve  Bank 
of  New  York's  reduction  in  its  rates,  the  fur- 
ther liquidation  of  credit,  the  decline  in  secur- 
ity values,  and  the  amassing  here  of  income 
tax  payments,  along  with  the  return  through 
the  usual  mediums  of  the  dividend  and  interest 
money  disbursed  by  corporations  on  June  15. 

Call  loans  exhibited  an  extraordinarily  un- 
even tendency  throughout  the  month.  On 
Jilne  1,  for  example,  renewals  were  at  7  per 
cent  and  on  June  3  at  Tyi  per  cent.  June  15 — 
the  day  income  taxes,  interest,  dividends,  etc., 
were  payable — the  rate  was  Syi  per  cent,  and 
in  the  latter  days  of  the  month  had  dropped  to 
5  per  cent  flat,  or  a  decline  of  33  1/3  per  cent 
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in  interest  rate  within  a  single  fortnight.  Such 
a  wide  variation  is  of  course  altogether  un- 
usual. The  5  per  cent  rate  has  not  been  quoted 
in  New  York  since  October,  1919.  Outside 
loans  were  being  made,  after  the  middle  of 
the  month,  at  from  4  to  4>^  per  cent. 

Call  money  generally  was  abundant.  Loans 
of  New  York  brokers  who,  of  course,  absorb 
practically  all  of  the  call  money  offered  in  the 
market,  have  been  greatly  reduced  in  volume 
during  the  past  two  years.  It  is  estimated  by 
the  Wall  Street  Journal  that  brokers'  loans 
now  stand  at  about  $600  million,  as  compared 
with  $1,750  million  in  July,  1919.  The  con- 
traction therefore  has  been  more  than  $1,100 
million.  In  a  normal  "bull"  market  the  daily 
turnover  of  call  money  is  estimated  at  from 
$40  to  $50  million,  whereas  the  present  daily 
turnover  is  running  between  $10  and  $15  mil- 
lion. 

Time  money  throughout  the  month  was  very 
slow,  being  available  generally  at  from  0^/2  to  7 
per  cent.  The  demand,  as  was  to  be  expected, 
was  influenced  by  the  temporary  factors  that 
had  been  injected  into  the  money  market  as  a 
whole,  and  by  the  sluggish  trend  of  business. 

General  prevalence  of  easier  credit  condi- 
tions was  reflected  in  thq  action  of  the  Federal 
Reserve  Bank  of  New  York  which,  on  June  15, 
reduced  its  rates  for  all  discounts  and  advances 
from  6^  to  6  per  cent.  This  was  the  second 
reduction  to  be  made  by  the  bank  this  year. 
The  various  changes  in  its  rates  during  the 
past  18  months  have  been  as  follows : 

Nov.     S,  1919:  increased  from  4       to  4%  per  cent. 

Jan.    22,  1920:  "  "       4%  to  6  per  cent. 

May  29,  1920:  "  "       6       to  7  per  cent. 

May     5,  1921:  decreased  from  7      to  6V4  per  cent 

June  IS,  1921:  "  "       B^  to  6  per  cent. 

With  the  drop  of  the  New  York  bank's  rate, 
all  of  the  Federal  Reserve  Banks,  except  two, 
are  now  operating  on  a  6  per  cent  basis,  and 
these  two  banks  which  are  maintaining  a 
higher  rate  are  located  in  cities  which  serve 
the  financial  interests  of  great  agricultural 
communities.  Here  liquidation,  due  to  the 
sharp  descent  in  prices  for  agricultural  products, 
has  proceeded  more  slowly  than  in  such  manu- 
facturing centers  as  Boston,  Philadelphia  and 
Oeveland. 

Both  the  persistent  and  orderly  liquidation 
of  credit  here,  and  the  continued  inflow  of 
gold  from  foreign  countries,  have  contributed 
considerably  to  strengthening  the  New  York 
bank's  reserve  position.  On  June  22,  the  ratio 
of  total  reserves  to  deposits  and  Federal  Re- 
serve note  liabilities  stood  at  68.9  per  cent,  as 
compared  with  60.6  per  cent  one  week  previ- 
ous, and  39.2  per  cent  on  June  25,  1920.  The 
reserve  of  the  twelve  banks  combined  rose 
during  the  same  period  to  60.4  per  cent  as 
compared  with  56.8  a  week  previous  and  43.6 


on  June  25,  1920.  All  of  these  facts  point  to 
easier  money  conditions,  and  to  a  wholesome 
improvement  in  the  financial  situation. 

Previously  the  Bank  of  Lngland  had  set  the 
example  for  the  New  York  Reserve  Bank  in 
reduction  of  rate.  In  this  instance,  how- 
ever, the  New  York  bank's  announcement  came 
fully  a  week  before  the  Bank  of  England 
dropped  its  rate  from  6yi  per  cent  to  6  per 
cent.  Due  to  the  industrial  disturbances  in 
Great  Britain,  it  had  been  doubted  whether,  the 
Bank's  rate  there  could  be  reduced  for  some 
time.  Coming  when  it  did,  with  the  coal 
strike  still  not  definitely  concluded,  the  effect 
on  British  finance  was  decidedly  stimulating. 

Gold  continues  to  flow  into  the  country  in 
unprecedented  quantities.  During  the  first  five 
tnonths  of  this  year,  the  United  States  re- 
ceived more  than  $303  million  worth  of  the 
yellow  metal.  Our  current  stock  is  estimated 
at  fully  40  per  cent  of  the  world's  money  gold 
stock  of  $7,797  million,  and  is  today  some  $50 
million  above  our  previous  holding  record, 
which  was  established  on  May  1,  four  years 
ago.  Such  an  abnormal  gold  fund  is,  in  times 
like  these,  fraught  with  as  much  potentini 
danger  as  it  is  with  potential  blessings.  In 
the  administration  of  this  enormous  fund,  the 
United  States  will  have  to  take  care  not  to 
commit  the  mistakes  that  other  nations  have 
made  in  handling  a  great  concentrated  stock 
of  gold. 

Land  Ownership. 

Professor  J.  Russell  Smith,  of  Columbia  Uni- 
versity, is  the  author  of  a  timely  and  valuable 
work  upon  "The  World's  Food  Resources," 
covering  the  subject  in  a  comprehensive  man- 
ner. It  contains  a  reference  to  the  low  wheat 
yield  of  Russia  which  is  interesting,  because 
the  author  attributes  it  to  the  system  of  land  own- 
ership. The  fundamental  fact  about  land  own- 
ership is  that  it  gives  a  sense  of  absolute  se- 
curity in  tenure  which  the  occupier  does  not 
have  under  any  system  of  community  owner- 
ship. After  all  is  said  in  behalf  of  the  theory 
that  private  ownership  of  natural  resources  is 
inconsistent  with  public  rights,  the  fact  is  that 
the  public  is  interested  in  the  system  which 
produces  the  largest  yield  from  the  land.  The 
public  interest  is  in  yield  rather  than  in  own- 
ership, and  this  is  true  as  to  all  productive  prop- 
erty.   Professor  Smith  says : 

Russia,  with  Its  low  yield  of  ten  bushels  per  acre, 
might  easily  average  fifteen  or  elgliteen  bushels,  with 
a  slight  Increase  of  animal  indu.stry  and  a  system  of 
land  ownership  that  would  place  a  premium  on  good 
farming  rather  than  on  bad  farming.  The  democracy 
In  the  life  of  the  Russian  village  or  mir,  while  It  pro- 
duced absolute  equality  of  men  with  regard  to  tho 
owncr.ship  of  the  land  on  which  they  lived,  has  also 
produced  very  poor  crops,  because  no  mnn  owned 
a  fleld.  He  owned  a  share  in  the  village  holdings.  The 
shares  were  from  year  to  year  rcdistribulod,  so  that 
there  was  no  reason  why  a  peasant  should  enrich  his 
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patch  and  hand  the  results  of  his  labor  over  to  his 
neighbor  the  next  year.  To  malce  matters  worse,  in 
the  attempt  to  get  equality  of  land,  each  of  the  four 
or  five  types  of  soil  that  the  village  happened  to  own 
would  be  divided  into  as  many  pieces  as  there  were 
farmers  in  the  village,  so  that  a  farmer  might  have 
a  field  only  eight  feet  wide  with  a  dead  furrow  and 
no  grain  at  the  edge  where  it  joined  his  neighbor's 
tract,  which  might  also  be  but  five  or  ten  feet  wide. 
If  out  of  their  revolutions  the  Russians  establish  order 
and  individual  land  ownership,  their  yield  of  wheat 
will  probably  increase — if  demand  exists. 

The  grain  crop  of  Roumania  last  year  fell  far 
short  of  pre-war  figures,  and  the  reports  from 
the  International  Bureau  of  Crop  Reports  at 
Rome  forecast  similar  results  for  1921.  Pros- 
pects are  said  to  be  for  about  one-half  the  pre- 
war yield,  with  nothing  for  export,  although 
Roumania  formerly  was  an  important  export- 
ing country.  This  falling  oflf  is  attributed  to 
the  breaking  up  of  the  large  estates  into  small 
holdings,  which  is  a  state  policy. 

The  London  Economist  has  quoted  from  a 
report  by  the  Secretary  of  the  Chamber  of 
Commerce,  Varna,  Bulgaria,  in  which  refer- 
ence is  made  to  the  rich  province  of  Dobrudja, 
transferred  from  Bulgaria  to  Roumania  in  the 
peace  settlement.  It  is  said  that  this  province 
was  "a  land  of  large  estates,  cultivated  by 
modern  methods,  with  many  cattle  and  sheep," 
and  that  "the  new  land  act  cuts  up  the  country 
into  peasant  holdings  to  which  agricultural 
machinery  is  less  applicable."  It  intimates 
that  the  new  proprietors  will  be  a  long  time  in 
paying  for  their  purchases. 

Similar  reports  come  from  Poland  and  Rus- 
sia. There  is  a  lack  of  farming  equipment 
among  the  new  proprietors,  and  the  land  hold- 
ings are  too  small  to  allow  of  investment  in 
modern  machinery  by  the  new  proprietors. 
Fertilizers  and  the  most  approved  farming 
methods  are  not  used  as  generally  as  under 
the  large  proprietors.  The  results  seem  to 
show  that  even  though  it  may  be  desirable 
to  have  the  land  holdings  more  widely  dis- 
stributed,  it  would  have  been  better  to  have 
had  the  distribution  take  place  in  a  gradual 
manner. 

The  lesson  has  a  wide  application.  The  un- 
equal distribution  of  wealth  so  commonly  the 
subject  of  comment  occurs  for  the  most  part 
in  the  ownership  of  productive  property,  and 
the  public's  chief  interest  in  that  kind  of  prop- 
erty is  that  it  shall  yield  the  largest  possible 
quantity  of  the  commodities  wanted  for  gen- 
eral consumption.  The  question  of  who  owns 
and  manages  the  productive  equipment  is  sec- 
ondary to  the  question,  in  whose  hands  will  it 
produce  the  largest  results?  The  Russians 
have  been  giving  a  demonstration  upon  that 
point  as  to  all  kinds  of  productive  property. 

Fertilizer  From  Coal. 

Continuing  his  discussion  of  wheat  produc- 
tion, Professor  Smith  shows  that  the  Russians 
are   not  the  only  people  who  are   failing  to 


make  the  best  possible  use  of  their  resources. 
He  says  that  the  people  of  the  United  States 
are  losing  enough  fertilizing  agents  in  their 
present  consumption  of  coal  to  produce  all  the 
wheat  consumed  in  this  country.  He  says 
upon  this  point: 

There  are  few  countries  indeed  where  social  and 
legal  improvement  may  not  make  substantial  increase 
in  food  production  including  wheat. 

The  most  important  single  element  to  increase  the 
fertility  of  the  soil  and  stimulate  the  growth  of 
wheat  is  nitrogen,  used  by  the  plant  in  the  form  of 
nitrates  of  which  we  have  in  recent  decades  begun  to 
import  hundreds  of  thousands  of  tons  from  the  nat- 
ural beds  of  Chilean  nitrate  (nitrate  of  soda).  Much 
more  significant,  however,  is  the  manufacture  of  ni- 
trates directly  from  the  air,  with  the  assistance  of 
limestone  and  heat  derived  either  from  the  electric 
arc  or  from  coal.  This  product,  commonly  called  cyan- 
amide  (containing  nitrate  of  lime)  is  now  being 
manufactured  by  the  thousands  of  tons  at  Niagara 
Falls  and  in  Norway,  Sweden,  and  many  places  on 
the  continent  of  Kurope.  Germany  ev#n  boasted  that 
she  was  free  from  any  need  of  the  Chilean  nitrate  from 
which  the  British  blockades  had  barred  her.  The 
late  L.ord  Rhondda,  British  food  administrator,  said 
in  1917,  "England  and  the  United  States  are  laggards 
in  the  fixation  of  atmospheric  nitrogen — The  German 
farmer  now  produces  much  more  food  per  acre  than 
the  British,  though  he  has  a  poorer  soil  and  climate." 

Ammonia  is  also  obtained  from  sulphate  of  am- 
monia made  in  the  by-product  coke  oven,  which  dis- 
tils many  pounds  of  precious  plant  food  for  every 
ton  of  coke  that  passes  through  it.  People  in  the 
United  States  are  today  mining  and  wasting  by  burn- 
ing with  their  coal  enough  ammonia  to  fertilize  far 
more  wheat  than  they  eat. 

The  principal  producers  of  iron  and  steel 
have  made  rapid  progress  in  the  last  few 
years  in  the  substitution  of  by-product  coke 
ovens  which  save  the  vaUiable  constituents 
that  have  been  going  to  waste.  The  utilization 
of  the  constituents  of  coal  and  iron  ore  have 
gone  so  far  that  an  eminent  chemist  has  been 
quoted  as  saying  that  the  time  has  come  when 
pig  iron,  formerly  the  only  product  obtained 
by  smelting  iron  ore  by  the  use  of  coke,  had  it- 
self become  a  by-product.  The  value  of  work 
of  this  kind  must  be  taken  into  account  in  de- 
termining the  interest  of  society  in  the  owner- 
ship and  management  of  industry. 

Legislative  Groups. 

It  is  a  common  criticism  of  political  parties 
in  countries  where  parliamentary  government 
is  well  developed  that  the  party  principles 
are  not  well-defined,  that  each  party  is  made 
up  of  many  incongruous  and  inharmonious 
elements,  that  they  are  but  imperfectly  re- 
sponsive to  public  opinion  and  that  altogether 
as  machinery  of  government  far  from  satis- 
factory. Nobody  gets  the  full  results  he  de- 
sires, and  therefore  feels  at  liberty  to  de- 
nounce parties  and  politicians  as  very  un- 
reliable. 

The  truth  about  it  of  course  is  that  every 
political  party,  like  the  social  body  itself,  is  , 
composed  of  people  of  many  shades  of  opin- 
ion, acting  together  because  they  have  some  , 
dominant  purpose  in  common  which  requires 
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that  they  subordinate  matters  of  minor  import- 
ance. Order  and  government  are  maintained 
by  the  continual  composition  of  diflFercnccs 
and  compromise  of  opinions. 

Mr.  Austen  Qiamberlain,  recently  chosen 
leader  of  the  Coalition  forces  in  the  House  of 
Commons  of  Great  Britain,  speaking  at  a  din- 
ner given  in  honor  of  his  selection  for  that 
post,  is  quoted  as  follows: 

The  critics  of  party  no  doubt  have  much  to  allegr 
mcalnst  the  party  system,  and  some  of  It  not  without 
Justice.  I'arty  leads  to  unreasonable  and  unpatriotic 
extremes  of  thought  and  action  In  the  excitement  of 
our  political  struggles.  It  leads  sometimes  to  forget- 
fulness  of  the  objects  for  which  parties  exist  and 
which  alone  Justify  their  existence — the  greatness  of 
the  country  and  the  welfare  of  Its  people.  It  leads 
often  and  most  frequently  to  an  exaggeration  of  our 
differences  and  to  the  minimizing  of  the  great  mass 
of  agreement  that  in  the  past  has  been  common  to  all 
parties.  But  I  will  say  this  to  critics  of  party,  don't 
Judge  parties  only  by  defects;  Judge  them  also  by 
merits.  The  alternative  to  party  Is  groups,  sections. 
Interests  and  classes.  I  do  not  say  none  of  these  af- 
fects the  course  of  action  of  party,  but  1  do  say  that 
the  broad  allegiance  to  the  party  of  your  choice  Iteeps 
those  smaller,  narrower,  and  baser  motives  in  check, 
and  that  it  will  be  a  bad  day  for  this  country  when 
we  abandon  the  party  system  which  our  free  Parlia- 
mentary institution  has  developed  and  slip  into  that 
system  of  little  groups  and  sections  which  gives  the 
largest  play  to  petty  interests  and  takes  the  least  no- 
tice of  the  great  Issues  of  the  day. 

Parliamentary  Group*. 

As  compared  with  the  British  Parliament 
and  the  Congress  of  the  United  States,  the 
parliamentary  bodies  on  the  continent  of  Eu- 
rope are  divided  into  numerous  groups,  who 
use  their  voting  power  by  driving  the  best 
bargains  they  can  to  promote  the  special  in- 
terests they  wish  to  serve.  The  result  is  an 
even  greater  state  of  uncertainty  as  to  gov- 
ernmental policies  than  we  are  familiar  with 
in  this  country. 

In  the  new  Chamber  of  Deputies  of  Italy, 
Premier  Giolitti  is  dependent  for  a  working 
majority  upon  the  combined  support  of  the  fol- 
lowing groups : 

Votes 

Republicans „....„...„ „ 10 

Reformists     20 

Agrarians  ~ 25 

Radicals    60 

Liberal  Democrats  100 

Renovators    26 

Nationalists  20 

Fascistl   26 

276 

These  together  have  275  seats  in  a  Chamber 
of  508. 

Of  the  Catholics  there  are  two  parties  as 
the  result  of  a  recent  split,  and  the  Socialists 
and  Communists  bring  the  total  of  regular 
parties  to  twelve.  In  addition  there  are  a 
number  of  nondescript  independents,  having 
no  party  affiliation,  and  lastly  there  are  the 
Germans  and  Slavs,  ten  in  all. 

Each  of  these  groups  has  a  special  object 
to  which  it  is  particularly  devoted,  and  in  or- 


ganizing under  that  title  the  purpose  is  to 
drive  the  best  possible  bargain  with  the  other 
groups.  A  similar  situation  exists  in  the  Ger- 
man Reichstag.  Every  group  whose  votes  are 
necessary  to  a  majority  is  in  position  to  hold 
a  club  over  the  Premier  and  block  his  policies 
unless  he  comes  to  terms. 

The  effect  of  this  multiplicity  of  organiza- 
tions is  to  deprive  the  individual  member  of 
that  freedom  of  personal  will  and  choice  which 
in  the  long  run  gives  the  best  results.  Instead 
of  voting  upon  measures  in  accordance  with 
his  judgment  of  their  tnerits,  he  votes  with 
his  group,  and  the  action  of  the  group  is  likely 
to  be  determined  by  the  trades  it  can  make 
with  other  groups  for  the  purpose  of  forward- 
ing the  particular  theories  to  which  it  gives 
its  first  loyalty. 

Farmers'  Benefit  Group  in  U.  S. 

It  is  reported  that  a  group  has  been  organ- 
ized in  the  United  States  Senate  for  the  pur- 
pose of  forwarding  measures  believed  to  be  in 
the  interest  of  the  farmers.  The  intention 
of  the  participants  no  doubt  is  to  promote 
legislation  that  will  be  generally  beneficial,  but 
group  organization  usually  results  in  the  sub- 
stitution of  intrigue  for  straight-out  voting  in 
accordance  with  individual  convictions.  Such 
substitution  is  undesirable. 

Organization  for  the  promotion  of  common 
interests  is  agreed  to  be  a  good  thing,  but 
every  measure  and  purpose  should  be  justified 
from  the  standpoint  of  the  general  interest. 
The  division  of  society  into  organizations  for 
the  purpose  of  fighting  each  other,  or  getting 
something  at  the  expense  of  each  other  by  the 
power  of  combined  numbers,  is  not  the  kind 
or  organization  that  will  improve  conditions. 
Society  is  being  strangled  by  such  organiza- 
tions. The  truth  is  that  the  interests  which  all 
groups  and  classes  have  in  common  are  so 
much  more  important  than  the  interests  which 
are  peculiar  to  themselves  that  they  lose  every 
time  they  lay  emphasis  upon  the  latter  to  the 
neglect  of  the  former. 

The   Bond   Market. 

Declining  prices  in  the  bond  market  have 
resulted  in  a  dull  period  with  few  new  offer- 
ings by  the  houses  of  original  issue.  The  one 
bright  spot  in  the  bond  market  during  the 
month  of  June  has  been  the  municipal  offer- 
ings and  while  prices  have  eased  off  during 
the  month,  nevertiieless  there  has  been  ex- 
cellent distribution  and  a  large  number  of 
bonds  have  been  placed  on  an  exceedingly  at- 
tractive .basis.  One  of  the  issues  which  has 
attracted  widespread  interest  is  $31,800,000 
State  of  New  York  5  per  cent  Gold  Bonds, 
maturing  from  1922  to  1971,  which  were  of- 
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fered  at  prices  to  yield  from  5j4  per  cent  for 
the  short  bonds  to  4.70  per  cent  for  the  longer 

maturities. 

Municipal  Bonds. 

In  conjunction  with  this  offering  attention 
has  been  called  to  the  fact  that  New  York- 
State  Bonds  can  now  be  purchased  at  the 
lowest  price  in  twenty  years.  The  trend  of 
the  New  York  State  market  has  been  traced 
from  1900  and  it  is  interesting  to  note  that 
in  this  year  State  issues  were  selling  on  a  2.65 
per  cent  basis.  Prices  continued  to  decline 
until  the  close  of  1910  when  the  yield  was  3.85 
per  cent.  Municipal  fluctuations  were  not 
very  wide  during  the  next  few  years  but  at  the 
close  of  1913  yields  had  reached  4.05  per  cent. 

After  the  opening  of  the  securities  market 
following  the  outbreak  of  the  War  in  1914 
New  York  State  Bonds  continued  to  advance 
until  they  reached  a  yield  of  about  3.72  per 
cent  in  1916  and  since  that  time  the  general 
trend  has  been  downward  until  the  average 
price  of  the  longer  term  issues  is  now  about 
a  4.70  per  cent  basis.  In  connection  with  these 
fluctuations  it  is  interesting  to  trace  the  trend 
of  New  York  City  Bonds.  In  1900  New  York 
City  Bonds  yielded  3  per  cent  and  prices  de- 
clined almost  perpendicularly  until  1907  when 
the  yield  reached  4.40  per  cent.  In  1908  there 
was  an  abrupt  advance  which  brought  the 
yield  to  3.90  per  cent.  Prices  were  more  or 
less  regular  for  the  next  few  years  until  1913 
when  the  yield  was  4.50  per  cent.  After  the 
opening  of  the  markets  following  the  War 
prices  advanced  again  bringing  the  yield  to 
4  per  cent  in  1917,  but  during  the  year  there 
was  an  almost  perpendicular  drop  which  placed 
New  York  City  Bonds  on  a  4.85  per  cent  basis 
following  the  First  and  Second  l-iberty  Loans. 
1918  saw  another  decline  to  a  4.95  per  cent 
basis  with  a  subsequent  advance  toward  the 
close  of  the  year  to  a  4.35  per  cent  basis  and 
since  that  time  the  fluctuations  have  been  gen- 
erally downward  until  today  New  York  City 
Bonds  are  obtainable  on  a  5.35  per  cent  basis. 
A  study  of  the  bonds  of  twenty  large  cities 
excluding  New  York  City  shows  a  yield  of 
3.25  per  cent  in  1900  with  a  continuous  drop 
until  1907  when  the  average  j-icld  was  3.85 
per  cent.  This  advanced  slightly  in  1909  hut 
again  continued  to  decline  until  1913  when 
the  yield  was  4.45  per  cent.  Just  before  the 
outbreak  of  the  War  in  1914  prices  had  de- 
clined to  a  4.05  per  cent  basis  and  1916  found 
the  average  yield  4.75  per  cent  with  a  perpen- 
dicular drop  in  the  following  year  which 
brought  the  average  yield  to  a  4.55  per  cent 
basis.  During  the  next  two  years  an  advance 
in  prices  followed  and  in  1920  a  severe  decline 
brought  the  average  yield  to  5.25  per  cent. 
During  the  early  months  of  the  present  year 
the  yield  had  again  advanced  to  a  5  per  cent 


basis  and  today  the  average  yield  of  bonds  of 
twenty  large  cities  exclusive  of  New  York  is 
5.30  per  cent. 

New  Municipal  Issues. 

The  attractiveness  of  municipals  at  present 
prices  has  developed  a  broad  market  and  in 
addition  to  the  New  York  State  issue,  the  State 
of  Pennsylvania  ofTered  $15,000,000  5  per  cent 
bonds  due  July,  1951,  which  are  obtainable  at 
101  and  interest.  Some  of  the  other  large  is- 
sues of  the  month  included: 

J7,939,000  Chicago  5s  of  short  maturities,  to  yield  6%. 
J3.500.000  City  of  Detroit  Bonds  on  a  5H%  basis. 
$3,486,000  Pittsburgh  5%  Bonds,  to  yield  5%. 
$-'.560,000  Flint.  Michigan,  6s  of  short  maturity  on  a 

6%  basis. 
$2,000,000  State  of  North  Carolina  6%  one  year  Notes 

on  a  6H%  basis. 
$2,000,000  Richland  County,  S.  C,   Serial  Bonds  on  a 

6.25%  basis. 
$1,230,000  Cincinnati  5s,  due  1965,  on  a  6.40%  basis. 

Corporate  Issues. 

Railroad  bonds  as  a  class  have  maintained  a 
fairly  firm  market  during  the  month  and  the 
WaU  Street  Journal  has  called  attention  to  the 
fact  that  most  of  the  ofTerings  since  June  1, 
1920,  are  selling  above  their  original  prices. 
From  January  1  to-  June  20,  1921.  $362,473,000 
railroad  issues  have  been  offered  of  which 
$322,950,000  have  been  bonds,  the  balance 
notes.  Comparative  prices  of  ten  high  grade 
railroad  bonds  since  1880  show  an  interesting 
trend.  The  average  price  of  these  bonds  in 
1880  was  82  or  a  yield  of  5.54  per  cent.  There 
was  an  advance  upward  until  1902  when  the 
average  price  was  118,  a  yield  of  3.79  per  cent. 
Prices  have  since  continued  downward  with 
temporary  advances  in  1905,  1908  and  1916  and 
the  average  price  on  June  16,  1921,  was  78  to 
yield  about  5.88  per  cent.  The  yield  on  stand- 
ard railroad  bonds  is  one  of  the  barometers 
of  the  earning  power  of  money  and  present 
prices    are    attracting    conservative    buyers. 

Public  utilities  continue  to  attract  atten- 
tion. The  Pacific  Gas  and  Electric  Company 
has  just  reported  for  the  year  1920  gross  op- 
erating revenue  of  $34,475,000  which  shows 
an  increase  of  $8,537,000  compared  with  1919. 
The  earnings  of  this  corporation,  which  shares 
its  premier  position  with  the  Commonwealth 
Edison  Company  of  Chicago  and  the  New 
York  Edison  Company,  are  indicative  of  pub- 
lic utility  earnings  as  a  class  and  investors 
arc  turning  their  attention  to  public  utility  se- 
curities which  have  been  neglected  during  the 
past  few  years.  The  point  has  been  reached 
in  public  utility  operation  where  gross  earn- 
ings are  beginning  to  show  the  advantage  of 
increased  rates  and  operating  expenses  are 
declining  to  a  sufficient  extent  to  allow  these 
corporations  to  carry  over  into  their  net  earn- 
ings a  large  portion  of  their  increase  in  gross. 
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Announces  the  opening  of  its  branch  in 
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and  Madison  Avenue  to  be  known  as  the 
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Foreign  branches  of  the  Bank  and  of  the  International 
Banking  Corporation  [owned  by  the  Bank}  are  located 
in  Seventy-five  Cities  in  Twenty-four  Countries. 
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General  Business  Conditions. 

THE  observers  of  business  are  almost 
unanimous  in  their  assurance  that 
there  is  a  "better  feeling"  about  busi- 
ness. Just  exactly  what  this  recurring 
phrase  means  is  difficult  to  state. 
It  might  be  descriptive  of  any  of  a  dozen 
psychological  changes  that  could  enter  into  the 
situation.  If  it  means  that  people  generally 
have  begun  to  realize  the  causes  that  have 
thrown  industry  out  of  balance,  and  to  appre- 
ciate the  things  that  must  be  corrected  before 
conditions  come  into  equilibrium  again,  then 
we  should  say  that  the  reported  "better  feel- 
ing" constituted  an  important  advance  toward 
normalcy.  If,  however,  the  "better  feeling" 
means  simply  that  people  are  merely  smiling 
and  waiting  more  patiently,  rather  than  set- 
ting themselves  seriously  to  the  task  of  wage 
and  price  reductions  and  other  readjustments 
that  are  necessary,  then  we  fear  that  it  signi- 
fies but  little. 

There  is  fresh  evidence  constantly  that  the 
readjustments  are  taking  place.  They  are 
slow,  but  it  takes  time  for  a  knowledge  of  con- 
ditions to  reach  all  classes  and  divisions  of  the 
population,  and  for  them  to  make  up  their 
minds  to  give  the  cooperation  that  is  neces- 
sary to  bring  industry  back  into  balance. 
Meanwhile,  it  will  aid  in  the  cultivation  of  pa- 
tience to  realize  that  conditions  are  by  no 
means  so  bad  as  they  might  be,  and  that  con- 
sidering all  the  circumstances  the  volume  of 
business  is  really  surprisingly  large.  Depart- 
ment store  sales  so  far  this  year  have  been  in 
physical  volume  ahead  of  last  year,  although 
somewhat  lower  in  values,  owing  to  lower 
prices.  The  monthly  letter  of  the  Federal  Re- 
serve Bank  of  New  York  for  August  gives 
the  following  table  showing  a  calculation  in 
percentage  figures  of  the  production  in  this 
country  of  eleven  important  commodities  in 
each  month  of  this  year  up  to  June.  To  ar- 
rive at  a  fair  estimate  of  normal  production  a 
statistical  analysis  has  been  made  of  all  avail- 
able figures  for  previous  years,  and  allowance 
made  for  normal  growth.  The  percentages 
are  as  follows: 


(Xornwil   Prodnction  Equals 

100) 

Jan. 

Feb. 

Mar. 

April 

May 

June 

.\nthraolte   coal    mined 

101.3 

110.8 

93.4 

98.2 

88.9 

041 

Bituminous  coal  mined 

73.0 

04.0 

-.7.4 

84.0 

67.3 

65.U 

Vig    iron    production.. 

70.0 

sn.i 

44.4 

33.2 

33.7 

30.8 

Steel    ingot    production 

S8.3 

48.8 

40.0 

ao.9 

31.9 

26.5 

Tin   deliveries    

30.1 

30,7 

32.0 

30.8 

23.7 

30.8 

Cement    prodnction    . . . 

77.8 

70.3 

88.2 

87.7 

82.8 

836 

Cotton     consumption.. 
Wool    consumption     . . 

51.8 

0U.7 

60.1 

63.0 

67.1 

72.5 

5r..4 

07.1 

87.8 

98.4 

10S.2 

106.6 

Sugar    meltings    

M.8 

■no 

120.0 

93.0 

80.3 

79,2 

Wheat    flour   milled    . . 

7U.0 

80.0 

107.0 

113.7 

104.6 

116.1 

-Me.it    slaughtered    

88.2 

022 

91.9 

101.1 

96.0 

102.0 

The  good  showing  of  the  cement  industry  is 
largely  due  to  the  amount  of  public  highway 
construction  under  way,  which  is  stimulated 
by  a  desire  to  give  employment  to  labor. 

These  figures  show  a  very  uneven  state  of 
industry,  but  certainly  they  do  not  indicate 
anything  like  complete  prostration.  July  is 
the  mid-summer  month  and  normally  not  one 
of  great  activity,  but  business  prospects  in 
the  commodities  of  common  trade  are  consid- 
ered good  for  a  maintenance  of  the  present 
volume  and  perhaps  some  increase  of  demand 
in  the  Fall.  It  is  now  more  than  a  year  since 
dealers  have  bought  goods  freely  for  stocks 
and  they  must  buy  for  current  trade. 

Textiles  Make  Better  Showing 

The  textile  lines  have  made  a  good  showing 
during  the  past  month.  Seasonal  demands  for 
light  wearing  apparel  have  been  active;  cotton 
goods  for  next  Spring  (although  opening  at 
about  the  jircsent  season's  prices)  have  sold 
well,  with  the  demand  for  ginghams  unusually 
heavy.  Woolen  mills  have  been  busy  on  goods 
for  Fall  delivery,  and  are  now  booking 
orders  for  the  Spring  trade,  at  practically  the 
same  prices. 

Paterson  reports  20  per  cent  more  looms 
in  operation  upon  silk  goods  than  in  January 
of  this  year.  Retailers  still  appear  to  be  buy- 
ing in  light  quantities,  and  only  for  immediate 
needs. 

Iron  and  Steel  Industry  Still  SUgnant 

In  contrast  to  the  increased  activities  in  tex- 
tiles, other  great  industries  are  showing  no 
marked  advances.  In  iron  and  steel,  further 
reductions  in  both  prices  and  wages  have  been 
the  feature  of  the  month.     According  to  the 
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*lron  Age,"  the  average  price  of  eight  princi- 
pal steel  products  in  the  last  week  of  July 
was  $50.39  per  ton,  against  $85.03  at  thr  high 
level  of  1920  and  $35.80  in  August.  1913,  a 
typical  pre-war  year.  This  is  certainly  a  very 
substantial  reduction,  but  the  market  is  still 
unsettled  and  wages  in  the  industry  are  yet 
far  above  the  pre-war  level.  Further  reduc- 
tions in  both  wages  and  prices  are  expected, 
particularly  if  reciprocal  reductions  in  railroad 
charges  are  made. 

Sales  have  been  buoyed  up  somewhat  from 
the  low  ebb  reached  a  few  weeks  ago.  as  was 
to  be  expected  when  stocks  on  hand  had  become 
depleted.  But  the  railroads  both  at  home  and 
abroad,  along  with  the  construction  industry, 
are  still  buying  only  what  is  absolutely  neces- 
sary for  current  needs.  Production  through- 
out the  whole  iron  and  steel  industry  is 
scarcely  above  20  per  cent  of  capacity. 

Contributions  of  Mines  to  Railroad  Revenue 

The  mining  industry  is  very  much  depressed, 
and  a  correspondent  points  out  the  relation 
of  this  to  the  railroads.  Figures  from  the  Bu- 
reau of  Mines  show  the  nation's  mineral  out- 
put in  1920  was  valued  at  slightly  above  4>4 
billion  dollars,  or  in  the  neighborhood  of  half 
the  total  value  of  our  agricultural  crops  for 
the  same  year.  In  1920  also,  raw  mined  prod- 
ucts, contributed  58.2  per  cent  of  the  tonnage 
carried  by  the  railroads  in  carload  lots.  Even 
excluding  shipments  of  bituminous  coal,  which 
of  course  bulk  considerably,  the  mining  indus- 
try last  year  contributed: 

Twice  as  much  railroad  tonnage  as  agriculture; 
Two  and  one-half  times  as  much  railroad  tonnage 

as  non-mining  miscellaneous  commodities; 
Three  times  as  much  railroad  tonnage  as  forestry; 
Twelve  times  as  much  railroad  tonnage  as  animal 

industry. 

In  Other  words,  mining  furnishes  more  than 
one-half  the  freight  revenue  of  the  railroads. 
It  is  conservatively  estimated  today  that  the 
metal  mining  industry  as  a  whole  is  operating 
at  not  more  than  50  per  cent  of  capacity.  The 
inter-dependence  of  industry  is  illustrated  by 
the  fact  that  the  railroads  not  only  depend 
upon  the  mines  for  the  bulk  of  their  revenue, 
but  the  mines  depend  largely  on  the  buying 
of  the  railroads  for  their  own  prosperity. 

Wages  in   Copper  Mines  at  Pre-War  Level 

In  the  copper  industry  four  out  of  every  five 
men  normally  employed  are  today  out  of  work. 
Wages  of  those  who  are  working  are  at  their 
pre-war  level — $4.00  per  day  for  common  labor 
in  the  Rocky  Mountain  region,  as  compared 
with  $6  a  day  during  the  war. 

On  the  other  hand,  wages  for  common  la- 
bor at  the  anthracite  mines  are  from  $6.50  to 
$7.00  a  day,  representing  an  estimated  labor 
charge  per  ton   of  $4.07,  as   compared   with 


$1.80  in  1913.  Mining  thus  affords  a  conspicu- 
ous example  of  what  has  been  referred  to  in 
this  Letter  many  times  before :  the  unbalanced 
state  of  industry  generally.  The  metal  miner 
has  been  forced  by  economic  conditions  to  take 
drastic  wage  cuts  that  have  brought  his  pay 
down  to  pre-war  basis ;  the  coal  miner,  on  the 
other  hand,  is  working  under  a  national  agree- 
ment which  runs  to  April,  1922,  and  has  taken 
no  reduction  in  the  wage  rate.  The  high  wage 
rate,  is  of  doubtful  value  to  the  bituminous 
miner,  however,  because  the  demand  for  coal 
has  fallen  to  about  8,000,000  tons  per  month, 
or  approximately  30  per  cent  from  full  produc- 
tion. As  a  result  of  high  mining  costs,  high- 
priced  coal  is  a  factor  in  high  railroad  charges, 
while  high  priced  coal  and  high  railroad 
charges  figure  large  in  all  industrial  costs, 
and  are  among  the  chief  factors  in  the  indus- 
trial depression  which  throws  coal-miners  out 
of  employment  and  in  keeping  up  living  costs. 

Coal  buying  seems  to  be  for  current  use  only, 
consumers  apparently  holding  off  in  expecta- 
tion of  lower  prices.  The  Summer  season  is 
passing  without  the  usual  accumulations  for 
Winter,  and  warnings  are  becoming  urgent 
that  a  coal  famine  may  result  later,  particu- 
larly if  there  should  lie  a  revival  of  industry. 
Prices  are  demoralized,  but  still  high  as  com- 
pared with  pre-war  prices. 

Building  Sluggish 

Revival  of  construction  activity  on  anything 
like  a  gratifying  scale  has  thus  far  failed  to 
materialize.  Operations  for  June  were  appar- 
ently slightly  lower  than  May,  taken  the  coun- 
try over,  but  were  larger  than  April.  Figures 
for  July  had  not  yet  been  compiled,  as  this 
was  written,  but  indicatjpns  were  that  they 
would  be  more  encouraging  than  either  April, 
May  or  June. 

Building  materials  still  show  firm  resistance 
to  price  reductions,  having  remained,  accord- 
ing to  the  U.  S.  Bureau  of  Labor's  estimate, 
practically  stationary  throughout  the  Summer 
— at  202,  as  compared  with  100  for  1918,  and 
341  for  the  peak  price  of  May,  1920.  Despite 
the  fact  that  construction  workers  in  some  cit- 
ies have  accepted  wage  reductions,  the  price 
of  labor  throughout  the  industry  is  still  en- 
tirely too  high  for  the  work  actually  done.  One 
hundred  thousand  workers  in  New  York  are 
resisting  a  proposed  $1  per  day  reduction  in 
their  pay,  which  is  $9  a  day  for  journeymen. 
At  the  same  time,  a  committee  of  the  Ameri- 
can Engineering  Council,  appointed  by  Mr. 
Herbert  Hoover,  announces  that  $500,000,000 
a  year  in  wages  are  being  lost  through  unem- 
ployment. One  of  the  chief  sources  of  waste 
in  the  industry,  adds  the  report  of  the  Conv 
mittee,   has  been   through   union   regulations, 


which  "in^the  past  have  produced  enormous 
losses  through  direct  or  indirect  restriction  of 
output." 

The  Crops 

It  is  yet  too  early  to  give  a  final  estimate  of 
this  year's  grain  crops,  but  the  winter  wheat 
crop  is  made  and  is  a  good  one.  The  total 
yield  promises  to  be  above  the  pre-war  nor- 
mal, and  for  corn  a  crop  that  will  approach,  or 
even  top,  the  biggest  crop  in  the  record  of 
the  country.  In  another  month  it  will  be  pos- 
sible to  tell  the  story  much  more  accurately. 

The  government's  official  report  on  crop  con- 
ditions for  July  forecast  809  million  bushels  of 
wheat,  1,329  million  bushels  of  oats,  and  3,12o 
million  bushels  of  corn.  The  wheat  estimate 
was  off  20  million  bushels  from  that  for  June 
and  the  August  estimate  will  doubtless 
show  a  further  reduction.  Threshing  returns 
have  been  disappointing  in  some  localities. 
Weather  conditions  throughout  the  month 
were  in  the  main  favorable,  although  there 
was  widespread  complaint  from  Spring  wheat 
territory,  on  account  of  the  hot,  dry  weather, 
and  the  damage  done  by  rust. 

Canada's  crop  is  now  estimated  at  around 
300  million  bushels,  which  is  a  little  above  the 
yield  of  last  year. 

Movement  of  wheat  has  been  exceptionally 
heavy  during  July.  From  July  1  to  26,  11,743 
cars  arrived  in  Kansas  City  alone,  as  com- 
pared with  3,959  for  the  same  period  last  year, 
and  an  average  of  about  5,000  for  the  same  pe- 
riod each  year  since  1914.  The  same  heavy 
movement  is  apparent  at  Chicago. 

Reasons  that  lie  behind  the  early  marketing 
in  such  quantities  are  obvious.  The  farmer's 
experience  last  year  in  holding  back  his  grain 
in  the  hope  of  a  better  price  met  with  such 
discouraging  results  that  there  is  little  temp- 
tation to  try  the  same  experiment  again  this 
season.  Moreover,  his  need  for  current  funds 
is  urgent.  The  fact  that  railroad  cars  are 
easier  to  obtain  this  year  than  they  were  last, 
furnishes  another  incentive  to  early  market- 
ing. 

No  World  Surplus  of  Wheat 

The  not  infrequently  expressed  fear  that 
192rs  wheat  crop  might  be  in  excess  of  world 
needs,  seem  to  be  unfounded.  Russia  is  still 
out  of  the  market,  as  a  seller,  and  is  actually 
buying  flour  from  outside,  apparently  India's 
position  will  be  changed  from  that  of  exporter 
to  importer;  and  Roumania  will  have  no  wheat 
to  export,  it  is  predicted.  Although  the  grain 
crops  over  Europe  are  generally  reported  to  be 
good,  the  carry-over  was  small.  Bradstreet's 
calculates  that  the  importing  countries  will 
buy  about  the  same  amount  as  last  year. 
Much  now  depends  on  the  growing  crops  in 
Argentina  and  Australia,  where  acreage  is 
about  the  same  as  last  year  and  prospects  to 


date  are  reported  favorable.  India  will  prob- 
ably take  what  Australia  has  to  spare. 

The  market  has  stood  up  well  under  the 
heavy  receipts  from  this  crop,  demonstrating 
the  services  of  the  speculator,  for  undoubtedly 
the  deliveries  have  been  far  beyond  the  needs 
for  immediate  consumption. 

Given  favorable  weather  conditions  through 
August,  the  corn  crop  should  be  the  largest 
ever  harvested  in  this  country.  The  planted 
area  is  109  million  acres,  or  approximately  5.4 
millions  more  than  last  year,  when  the  record 
crop  of  3,232  million  bushels  was  produced. 

Yields  of  oats  and  barley  are  light,  both  in 
quantity  and  in  weight.  The  hay  crop  is  ap- 
parently short,  the  fruit  crop  reduced  in  most 
sections,  and  the  pack  of  canned  goods  con- 
siderably below  last  year's  total. 

The  Price  of  Corn 

Prices  ruling  in  the  cereal  market  are  not 
such  as  to  increase  the  buying  power  of  the 
farmer.  Below  are  given  the  cash  prices  of 
number  2  yellow  corn,  in  Chicago,  upon  July  22 
or  the  nearest  date  thereto  over  a  period  of  10 
years : 

1912—  72Hc  per  bushel  1917— 163>4c    per   bushel 

1913—  60%c  "  "  1918— 152HO      " 

1914—  72c  "  "  1919— 195c 

1915—  80?4c  "  "  1920— 154c 

1916 —  83»4c  "  •*  1921—  64%c      " 

The  present  price  is,  with  one  exception,  the 
lowest  in  a  decade,  and  slightly  above  one- 
third  that  of  a  year  ago.  The  figures  as  to 
oats  are  even  more  unsatisfactory,  as  this  year 
the  farmer  has  a  light  crop  selling  at  a  low 
price.  Moreover,  quotations  at  Chicago  and 
other  central  markets  do  not  tell  the  whole 
story.  Owing  to  the  increased  freight  rates 
the  farmer  who  sells  in  the  country  markets 
realizes  a  considerably  smaller  percentage  of 
the  Chicago  price  than  before  the  new  rates 
went  into  effect.  Prices  in  primary  markets 
are  based  upon  prices  in  the  central  markets, 
less  cost  of  delivery  in  the  latter. 

Among  agricultural  products  wheat  and 
hogs  are  above  pre-war  prices,  and  yielding 
fair  returns,  but  on  the  whole  the  farmers' 
income  is  down  to  a  level  which  renders  it 
impossible  for  him  to  make  improvements  or 
buy  the  usual  quantity  of  manufactured  goods 
for  consumption  at  the  present  level  of  prices 
for  the  latter. 

Cotton  Crop  Smallest  In  Many  Years 

Despite  some  damaging  rains  and  unusual 
activity  of  the  boll  weevil,  cotton  has  had  a 
good  growing  month,  and  conditions  generally 
have  been  such  as  to  favorably  revise  the  gov- 
ernment's July  estimate  of  8,4,33,000  bales, 
which  is  some  five  million  smaller  than  last 
year's  crop,  and  almost  eight  million  smaller 
than  the  record  crop  of  1914.     Prices  firmed 


up  somewhat  during  the  early  part  of  July, 
but  lost  in  the  later  days  of  the  month.  Only 
a  year  ago  (July  22,  1920),  spot  cotton  sold  in 
New  York  at  43.75  cents  per  pound.  In  June 
of  this  year,  the  price  had  dropped  to  the  low 
mark  of  10.85,  or  to  less  than  25  per  cent  of 
last  summer's  level. 

There  are  ample  indications  that,  along  with 
the  cotton  acreage  reduction  of  from  2S  to  30 
per  cent,  there  will  be  greater  diversification 
of  c^ops  in  the  South  this  year  than  ever  be- 
fore. It  is  fallacious  to  think  of  the  land  that 
is  being  withheld  from  cotton  growing,  as 
wasted  land.  One  authority  estimates  that  the 
corn  and  wheat  acreage  in  the  cotton  states 
has  been  increased  by  60  per  cent  this  year. 
It  is  also  said  that  the  Southern  farmers  are 
raising  more  hogs  and  cattle  than  ever  before. 

The  Fundamental  Trouble 

The  fundamental  difficulty  upon  which  a  re- 
vival of  business  waits  is  still  the  inequality 
of  values  as  between  the  various  classes  of 
goods  and  services.  The  normal  basis  of  trade 
between  people  in  different  industries  has 
been  disturbed,  and  it  is  only  by  the  pressure 
of  painful  experience  that  the  old  relations  are 
restored. 

The  position  of  the  farmers  who  are  pro- 
ducing cotton,  corn  and  oats,  is  set  forth 
briefly  above.  The  producers  of  wool,  hides, 
sugar,  and  foodstuffs  generally  are  getting  no 
more  for  their  labor  than  before  the  war. 
Among  the  principal  items  of  expense  to  them 
is  clothing.  They  produce  the  raw  material 
for  it,  but  under  the  modern  system  of  indus- 
try sell  it  and  buy  it  back  in  the  form  of  gar- 
ments, paying  the  transportation  charges,  mill- 
workers,  garment-workers  and  all  middle  men 
by  supplying  food  and  raw  materials  to  every- 
body. 

All  of  the  people  who  have  a  part  in  the  con- 
version of  wool,  cotton  and  hides  for  the  farm- 
er's use  are  still  getting  100  per  cent  or  better 
above  pre-war  wages,  but  naturally  they  are 
not  all  at  work,  for  the  evident  reason  that  the 
farmer  cannot  buy  as  many  clothes  at  the 
present  prices  as  when  his  own  compensation 
was  on  a  par  with  the  compensation  of  these 
people  with  whom  he  is  trading  services. 

The  Clothing  Industry 

A  great  strike  has  been  on  in  the  clothing 
industry  of  New  York  City  for  nearly  a  year, 
against  a  reduction  of  wages,  which  during  the 
war  and  the  year  follo\ving  were  advanced  150 
to  200  per  cent.  Nominally  it  is  a  contest  be- 
tween employes  and  employers,  but  the  latter 
would  be  as  willing  to  pay  the  old  wages  now 
as  in  1919  if  they  could  charge  the  same  prices 
for  clothing.  The  first  strike  was  by  the  buy- 
ers of  clothing,  and  it  was  a  wholly  unorgan- 
ized movement  with  them.  They  simply  quit 
buying  because  their  own  incomes   had  de- 


clined and  they  did  not  have  the  means  to  go 
on  buying  clothing  at  the  old  prices*. 

They  have  been  getting  along  without  cloth- 
ing and  one  way  or  another  the  clothing  work- 
ers of  New  York  have  been  getting  along 
without  wages  for  nearly  a  year.  The  latter 
are  said  to  have  expended  a  million  or  two  of 
strike  funds  which  they  had  left  aft«tr  giving 
$250,000  to  support  the  steel  strike.  They 
have  now  announced  their  intention  of  raising 
a  new  "defence  fund"  of  $5,000,000,  for  the 
purpose  of  keeping  up  the  price  of  clothing, 
or,  as  they  put  it,  of  placing  themselves  in 
"actual  control"  of  the  clothing  industry.  It 
may  be  added  that  this  $5,000,000  is  not  to  be 
invested  in  clothing  manufacture,  but  simply 
in  getting  control  without  ownership.  When 
they  have  accomplished  this  purpose  the  prob- 
lem of  selling  clothing  at  war-prices  to  farm- 
ers who  are  producing  wool  and  cotton  at  pre- 
war prices  will  remain  to  be  solved. 

A  General  Situation 

A  similar  problem  faces  the  wage-earners  in 
all  the  industries.  The  wage-workers  in  agricul- 
ture have  the  situation  before  their  eyes,  and 
have  yielded  to  it  promptly.  The  wages  of  farm 
hands  have  dropjietl  approximately  one-half. 
Farm  hands  were  close  enough  to  the  situation 
to  see  that  it  was  that  or  nothing.  The  factory 
workers,  railroad  employes  and  town  workers 
generally  are  many  of  them  working  for  the 
farmers  and  will  have  to  face  the  same  situa- 
tion. Unemployment  exists  on  a  large  scale  be- 
cause goods  cannot  be  sold,  and  they  cannot  De 
sold  because  the  industrial  situation  is  out  of  bal- 
ance. Recovery  will  come  as  the  balance  is  re- 
stored and  cannot  come  otherwise. 

It  is  greatly  to  the  credit  of  the  wage-earners 
as  a  class  that  the  process  of  readjustment  has 
proceeded  with  as  little  friction  as  has  been  the 
case  thus  far.  Generally  there  has  been  willing- 
ness to  mak^ concessions.  It  is  not  advisable  that 
the  movement  should  be  unduly  pressed.  It  is 
better  to  take  more  time,  although  delay  means 
that  the  losses  are  greater,  for  the  wage-earners 
are  entitled  to  know  why  lower  wages  are  neces- 
sary. They  are  interested  in  having  the  neces- 
sary readjustments  made  in  order  that  industry 
may  be  on  a  basis  that  will  afford  steady  and 
full  employment.  Wage  reductions  will  have  to 
go  much  further  in  the  manufacturing  industries 
and  in  transportation  before  this  situation  is 
reached.  It  has  been  contended,  and  with  much 
force,  that  living  costs  should  lead  rather  than 
follow,  wage  reductions,  and  they  have  led  at 
the  expense  of  the  carn-ngs  of  farmers  and  at  the 
expense  of  profits  and  dividends,  but  they  have 
reached  a  point  where  further  price  reductions 
are  dependent  upon  wage  reductions.  These  re- 
ductions, however,  will  not  mean  a  loss  of  pur- 
chasing power  to  wage-earners,  for  the  very  rea- 
son that  wages  are  now  the  principle  factor  in 
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prices,  and  the  cost  of  living,  generally  speaking, 
will  decline  accordingly. 

On  the  other  hand  if  further  reductions  are 
not  made  in  the  industries  indicated,  living  costs 
are  likely  to  rise.  Already  the  farmers  are  or- 
ganizing for  the  purpose  of  curtailing  the  pro- 
duction of  agricultural  products.  The  cotton 
crop  this  year  will  be  25  per  cent  below  the  av- 
erage amount  required  under  normal  conditions 
to  meet  the  demand.  Plans  are  being  developed 
to  curtail  the  production  of  foodstuffs.  These 
policies  are  justified  by  the  combinations  of  wage- 
earners  and  others  to  maintain  wages  and  the 
prices  of  town-made  products  at  an  unfair  level 
above  farm  products.  The  whole  system  of  re- 
striction is  wrong  and  in  the  end  defeats  the  pur- 
pose in  view  of  bettering  living  conditions  for 
those  who  practice  it.  When  everybody  practices 
it  the  result  is  poorer  living  conditions  for  all.  The 
best  results  will  be  obtained  for  every  group  of 
workers  by  a  fair  attitude  toward  others,  and  by  a 
common  policy  to  obtain  full  production. 

A  Universal  Problem 

The  industrial  situation  is  out  of  balance  not 
only  between  the  several  branches  of  industry, 
but  between  countries,  as  the  one-sided  state  of 
trade  shows.  The  latter,  however,  is  in  the  way 
of  gradually  righting  itself.  An  officer  of  this 
Bank  attended  the  meeting  in  London  in  June 
of  the  International  Chamber  of  Commerce, 
where  an  opportunity  was  afforded  of  meeting 
bankers  and  business  men  from  nearly  all  the 
countries  of  Europe.  He  came  away  with  the 
conviction  that  the  want  of  balance  between  in- 
dustries is  a  more  serious  factor  in  the  world  de- 
pression than  the  want  of  balance  between  coun- 
tries. Everywhere  wages,  manufactures,  trans- 
portation charges  and  middlemen's  charges  gen- 
erally are  out  of  proportion  to  the  value  of  pri- 
mary products.  The  latter  have  fallen  precipitate- 
ly ;  wages  come  down  slowly  and  wages  are  the 
sustaining  factor  in  the  cost  of  manufactured 
goods,  transportation  charges  and  middlemen's 
services. 

England's  export  business  is  poor  because 
the  countries  around  the  world  to  which  she 
sells  must  pay  for  the  most  part  in  raw  materials 
and  these  are  .so  cheap  that  they  cann  t  buy  much. 
It  is  true  that  the  devastated  districts  of  France 
cannot  produce  in  normal  quantities,  but  the  re- 
stored industrial  capacity  is  very  much  in  excess 
of  present  operations.  In  other  words  they  could 
not  at  present  use  more  shop  capacity  if  they  had 
it.  There  is  a  state  of  deadlock  not  only  in  trade 
between  countries  but  in  domestic  trade,  and  the 
latter  is  generally  the  most  important  factor.  It 
is  a  question  whether  our  exports  can  be  very 
much  increased  immediately  even  by  offering 
credits.  Manufacturers  will  not  buy  cotton  unless 
they  see  a  prospect  of  selling  cotton  goods,  and 
that  depends  upon  a  general  industrial  revival,  or 
in  other  words  upon  a  general  flow  of  trade.    If 


we  could  make  great  loans  at  low  rates  for  con- 
struction purposes,  thus  putting  people  to 
work,  that  would  afford  a  stimulus,  but  that  is 
impossible ;  and  responsible  statesmen  over 
there  would  shrink  from  making  great  loans 
for  purposes  not  directly  productive,  such  as 
dwelling  houses,  at  present  building  costs. 
Great  Britain  has  abandoned  its  undertaking 
to  build  500,000  houses,  frightened  out  by  the 
cost. 

The    Russian    Market 

The  loss  of  the  Russian  market  has  serious- 
ly affected  European  industries,  and  that  it 
even  affects  the  United  States  unfavorably  is 
a  striking  illustration  of  how  a  disturbance  of 
industry  in  one  country  will  disturb  it  in  many. 
The  prostration  of  Russia  relieves  the  Ameri- 
can wheat  grower  from  competition,  but  has 
closed  a  great  market  for  cotton  goods  and  all 
manufactures.  The  industrial  depression 
which  results  affects  the  sales  of  cotton  all 
over  Europe.  If  those  countries  are  to  buy 
wheat  of  us  instead  of  Russia  they  will  want 
to  know  who  will  take  the  manufactures  with 
which  they  have  been  accustomed  to  pay  Rus- 
sia. It  does  not  wholly  meet  the  situation  to 
offer  them  wheat  or  cotton  on  credit,  for  the  ulti- 
mate consumer,  the  wage-earning  population, 
cannot  buy  unless  he  has  employment. 

The  loss  of  the  Russian  market  has  affected 
India  seriously,  because  Russia  consumed 
about  25  per  cent  of  all  the  tea  grown  in  the 
world.  Tea  has  had  a  calamitous  fall,  and  the 
ability  of  India  to  buy  cotton  goods  affects  the 
ability  of  Manchester  to  buy  American  cotton. 
It  likewise  has  affected  the  price  of  silver,  and 
the  fall  of  silver  has  affected  the  ability  of 
both  India  and  China  to  import  goods  from 
the  western  world.  And  so  the  influence  of 
the  Russian  debacle  may  be  traced  through 
many  ramifications,  all  showing  how  the  world 
is  linked  together  by  common  interests,  and 
teaching  the  lesson  that  the  movements  of 
trade  are  too  complicated  to  be  effectively  reg- 
ulated by  the  acts  of  legislative  bodies. 

What  is  said  above  is  by  no  means  intended 
to  discourage  plans  for  providing  credits  for 
Europe.  We  can  sell  much  more  with  them 
than  without  them,  but  we  must  not  allow  our- 
selves to  think  of  international  payments  either 
for  goods  or  upon  indebtedness  in  terms  of 
money.  Such  payments  must  be  made  in  goods 
or  they  never  will  be  made  at  all.  The  equi- 
librium between  countries  and  between  in- 
dustries must  be  eventually  restored. 

Money  and  Credit. 

The  credit  situation  continues  to  work  easier 
in  the  industrial  districts  of  the  country,  as 
the  liquidation  of  business  proceeds.  Inven- 
tories are  being  reduced  and  debts  paid,  with 
the  result  that  bank  loans  are  going  down  and 


bank  reserves  are  rising.  This  movement  is 
enhanced  by  the  steady  receipts  of  gold  from 
Europe.  During  the  year  ended  June  30,  1921, 
the  net  importation  of  gold  into  the  United 
States  was  $535,000,000,  and  the  reserves  of 
the  Federal  Reserve  banks  increased  by  $490,- 
000,000.  When  it  is  considered  that  consump- 
tion in  the  arts  took  an  amount  in  excess  of 
the  domestic  production,  it  will  be  seen  how 
effective  the  Federal  reserve  system  has  be- 
come as  a  means  of  gathering  up  the  avail- 
able gold  supplies. 

At  one  time  last  Spring  the  Federal  reserve 
bank  at  Dallas  was  the  only  one  of  these 
banks  rediscounting  paper  with  the  other  re- 
serve banks,  but  the  statement  for  July  27 
shows  the  Richmond,  Atlanta,  Minneapolis 
and  Dallas  banks  borrowing  from  the  Boston, 
New  York  and  Cleveland  banks  to  the  aggre- 
gate amount  of  $61,400,000. 

On  the  21st  of  July  the  reserve  banks  of 
Boston,  New  York,  Philadelphia  and  San 
Francisco,  put  into  force  a  5j^  per  cent  dis- 
count rate  for  all  classes  of  paper.  The  Bank 
of  England  and  Bank  of  France  have  recently 
dropped  their  regular  discount  rates  to  the 
same  figure. 

These  reductions  have  been  due  to  an  easier 
banking  situation,  and  for  the  purpose  of  mak- 
ing less"  burdensome  the  task  of  carrying 
stocks,  particularly  of  farm  products,  which 
at  present  cannot  be  sold. 

Commercial  paper  is  ruling  at  6j4  to  6J^, 
with  exceptional  paper  as  low  as  6  per  cent. 
Collateral  time  loans  are  about  the  same  or 
slightly  lower,  and  call  money  has  been  ir- 
regular, ranging  from  6  per  cent  down  to  3j4, 
according  to  the  daily  supply.  The  demand 
has  been  light. 

Progress  of  Liquidation 

The  total  earning  assets  of  the  Federal  re- 
serve banks  on  July  27  were  $1,919,408,000, 
which  compares  with  $3,162,31 5,0(X)  in  the  cor- 
responding week  of  last  year,  and  $3,422,- 
000,000  at  the  middle  of  October,  1920.  The 
percentage  of  total  reserves  against  combined 
note  and  deposit  liabilities  is  63.4  per  cent, 
against  44.2  per  cent  one  year  ago.  It  should 
be  noted  in  this  connection  that  this  increase 
in  reserve  percentage  has  been  due  more 
largely  to  increases  in  the  reserves,  resulting 
from  gold  importations  than  to  reduction  of 
liabilities.  According  to  a  calculation  given 
in  the  July  letter  of  the  Federal  Reserve  Bank 
of  New  York,  the  average  reserve  percentage 
in  June  would  have  been  48  if  figured  on  the 
reserves  of  a  year  ago,  instead  of  59  as  figured 
on  the  actual  reserves. 

The  liquidation  which  has  occurred  has  not 
been  forced,  but  has  resulted  from  the  slack- 
ening of  trade  and  decline  of  prices.  Less 
working  capital  is  required  to  carry  on  busi- 


ness   under    these    conditions,    and    deposits 
shrink   as   commodity   values  decline. 

The  decline  in  the  volume  of  deposits  and 
loans  and  also  of  interest  rates  may  be  prop- 
erly called  to  the  attention  of  the  critics  who 
have  been  charging  the  bankers  with  having 
restricted  loans  for  the  purpose  of  increasing 
their  earnings.  If  that  was  their  purpose  their 
own  policy  defeated  it.  We  have  often  set 
forth  the  fact,  familiar  to  all  practical  bankers 
that  the  banking  business  makes  the  largest 
earnings  when  the  community  is  generally 
prosperous.  The  critics  evolve  their  theories 
to  the  contrary  out  of  their  heads,  without 
any  study  of  the  actual  conditions.  Their 
fundamental  mistake  is  in  thinking  of  bank- 
ers as  money-lenders  only,  losing  sight  of  the 
fact  that  bankers  make  their  profits  off  the  de- 
posits, and  that  the  volume  of  these  is  closely 
related  to  the  state  of  general  industrial  and 
business  activity. 

The  Federal  Reserve  System  in  Politics 

It  is  unfortunate  that  any  eflfort  should  be 
made  to  attach  political  significance  to  the 
management  or  policies  of  the  Federal  Re- 
serve System.  In  the  judgment  of  people  best 
qualified  to  judge  of  banking  policies,  both  in 
this  country  and  abroad,  the  chief  error  com- 
mitted in  the  management  of  the  Federal  Re- 
serve system  up  to  this  time  was  in  making 
credit  too  cheap  while  the  government  loans 
were  being  floated  and  in  the  year  following 
the  armistice.  This  policy  was  not  governed 
by  economic  conditions,  but  by  a  desire  to  fa- 
cilitate the  floating  of  loans  and  keep  the  pub- 
lic in  pleasant  humor.  The  public  was  mis- 
led as  to  actual  conditions  and  has  suffered  in 
consequence.  Many  people  have  viewed  with 
concern  that  feature  of  the  Federal  Reserve  sys- 
tem which  provides  that  the  members  of  the 
governing  board  at  Washington  shall  be  ap- 
pointed by  the  President,  and  every  attempt  tc 
make  capital  for  or  against  any  political  party 
from  the  policies  of  the  system  increases  that 
concern.  If  the  Federal  Reserve  system  is  to 
be  involved  in  every  Presidential  election  and 
the  policies  of  the  Reserve  Board  are  to  be 
directed  with  a  view  to  carrying  the  next  elec- 
tion, the  usefulness  of  the  system  will  be  very 
greatly  impaired.  The  recent  reductions  of 
discount  rates  by  the  Reserve  banks  have  been 
made  possible  by  a  lessened  strain  on  the  sys- 
tem, and  do  not  signify  a  reversal  of  policy. 

Foreign  Credits 

Bills  are  pending  before  the  Congress  for 
several  measures  intended  to  provide  for  the 
flotation  of  securities  based  upon  credits  which 
represent  exportation  of  American  products, 
particularly  of  the  farm.  They  are  strongly 
backed  by  the  Senators  and  Representatives 
from  the  states  where  agriculture  is  the  domi- 
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nant  industry.  Under  ordinary  conditions 
there  would  be  no  occasion  for  such  legisla- 
tion, and  we  would  regard  it  an  undesirable 
innovation,  but  present  conditions  in  foreign 
trade  are  extraordinary.  It  is  impossible  for 
Europe  to  buy  our  products  as  it  would  like  to 
do  except  upon  credit,  our  home  markets  are 
congested  with  a  surplus  and  all  business  is 
depressed  in  consequence. 

There  is  difficulty  in  enlisting  private  capital 
in  the  sums  needed,  because  European  credit, 
in  view  of  the  existing  state  of  politics  and 
industry  over  there,  does  not  make  a  strong 
appeal  to  private  investors.  There  is  undeni- 
ably more  risk  in  dealings  with  Europe  now 
than  in  normal  times.  Ordinarily  the  export 
business  on  our  staple  commodities  is  handled 
on  a  very  small  margin  of  profit,  but  the  trad- 
ers expect  to  get  cash  on  delivery  of  the  ship- 
ping documents.  Traders  cannot  sell  grain, 
cotton  and  meats  on  credits.  There  is  a  public 
interest  in  having  these  exports  go  on,  but 
that  argument  is  not  effective  in  an  appeal  to 
individual  investors.  It  is,  however,  a  valid 
argument  in  favor  of  the  use  of  government 
credit.  The  British  Government  has  appro- 
priated approximately  $100,000,000  for  a  guar- 
anty of  export  credits,  upon  the  theory  that 
the  general  interest  warrants  it  in  making 
this  effort  to  get  business  moving.  It  does 
not  guarantee  foreign  credits  in  full,  but  up  to 
85  per  cent  of  actual  sale  values. 

War  Finance  Corporation 

In  the  War  Finance  Corporation  the  United 
States  Government  has  an  organization  which 
with  some  enlargement  of  its  authority  is  as 
well  calculated  to  handle  such  business  as  any 
that  can  be  devised,  and  at  slight  additional 
expense.  It  therefore  seems  that  any  further 
activities  should  be  through  it.  In  seeking  to 
enlarge  its  activities  it  is  well  to  understand 
clearly  why  it  has  not  done  more  business  in 
the  past.  That  has  been  because  it  was  re- 
stricted in  operations  to  advances  upon  credits 
guaranteed  by  banking  corporations.  No 
scheme  that  contemplates  such  endorsements 
by  commercial  banks  will  amount  to  anything. 
Banks  that  are  dependent  for  their  resources 
upon  deposits  payable  on  demand,  or  within 
a  short  time,  cannot  safely  tie  those  deposits 
up  in  long  term  credits  to  Europe,  even  though 
they  can  obtain  advances  against  them.  The 
liability  is  still  there,  and  the  foreign  credits 
when  due  may  have  to  be  renewed  in  whole  or 
in  part.  Banking  institutions  organized  under 
the  Edge  Act  and  obtaining  capital  from  in- 
vestors can  comply  with  such  terms,  but  few 
of  them  as  yet  have  been  organized,  and  it  is 
doubtful  if  a  very  considerable  amount  of  capi- 
tal can  be  provided  in  that  way. 

If  it  is  the  will  of  the  Congress  to  go  farther 
and  put  it  in  the  power  of  the  War  Finance 


Corporation  to  handle  an  important  amount  of 
exports,  the  Corporation  must  be  authorized  to 
assume  the  unavoidable  risks.  It  should  be 
authorized  to  receive  foreign  government 
bonds,  or  other  security  in  its  discretion.  Al- 
though it  is  desirable  to  trade  with  private 
parties  rather  than  with  governments  it  may 
be  desirable  to  have  both  private  and  govern- 
ment credit  pledged  in  some  instances.  The 
total  volume  of  business  should  be  limited  but 
within  those  limits  much  will  have  to  be  left 
to  the  judgment  of  the  management,  if  any- 
thing is  to  be  accomplished. 

Table  of  Exchange  Rates 

Following  is  a  table  of  exchanges  for  the 

month  of  July:  % 

Rate  In  Rate  In  Change  of  De- 
cents  cents  from  precl- 
Normal    July  27  June  27  Par  ation 

Canada    1.00            .8900  .8825  .1100  11 

Germany    2382         .0126  .0135  .2266  96^4 

Italy  1930         .0408  .0595  .1622  78% 

Belgium    1930         .0761  .0805  .1179  61 

France    1930         .0772  .0807  .1158  60 

England    4.8665       3.5750  3.76  1.2915  26H 

Switzerland   ..     .1930         .1640  .1700  .0290  15 

Holland     4020         .3058  .3315  .0962  24 

Denmark    2680         .1610  .1705  .1170  44 

Norway  2680         .1280  .1450  .1400  62 

Sweden    2680         .2030  .2245  .0650  24 

Spain     1930         .1272  .1320  .0658  34 

Argentina    9648         .6576  .6850  .3073  31% 

Japan  4986         .4850  .4800  .0136  2% 

Improvement  in  Europe. 

Notwithstanding  much  that  is  discouraging 
in  the  European  situation  the  balance  is  on  the 
other  side.  The  outlook  is  better  than  at  any 
time  since  the  war  and  has  improved  very 
much  in  recent  months.  There  is  steady  im- 
provement in  physical  conditions.  In  France 
the  railroads  have  been  completely  restored, 
and  this  is  true  of  the  highways  and  canals. 
The  farming  land  is  98  per  cent  restored  to 
crop-bearing  condition,  although  probably  not 
fully  up  to  pre-war  state  of  cultivation.  The 
industrial  districts  of  France  are  restored  to 
more  than  50  per  cent  of  pre-war  capacity. 
All  over  Europe  conditions  are  better. 
Transportation  facilities  are  better,  coal 
production  is  better,  the  industries  are  all 
slowly  recovering.  All  Europe  has  suffered 
this  year  from  extraordinary  drought,  but  the 
fall  sown  grain  seems  to  have  stood  it  very 
well.    Grass  and  root  crops  have  suffered. 

Decline  of  Revolutionary  Spirit 

The  greatest  gain  has  been  in  the  spirit  of 
industry  and  social  order.  The  revolutionary 
spirit  is  fast  disappearing.  The  revolutionary 
element  has  had  its  day;  it  made  the  most  of 
the  confusion  following  the  war,  of  govern- 
ment management  in  industry,  government 
doles,  and  the  vague  though  generous  senti- 
ment for  a  new  order  of  society.  The  people 
are  tired  of  agitation  and  of  being  "fed  up"  on 


idealistic  theories,  conceived  without  any  working 
knowlcilge  of  real  conditions.  Government  man- 
agcmeni  of  industry  is  everywhere  discredite<l, 
and  the  people  are  tnrning  back  with  a  feeling 
of  relief  to  the  old  ways  and  methods  by  which 
they  know  how  to  get  things  done. 

Perhaps  the  greatest  influence  of  all  has  been 
that  which  has  come  from  the  calamitous  fail- 
ure of  the  Socialist  revolution  in  Russia.  A 
knowledge  of  conditions  in  Russia  pervades  all 
Europe.  The  labor  organizations  have  not 
trusted  to  newspaper  information  but  have 
sent  delegations  of  their  own  to  Russia  to  learn 
the  truth,  and  the  reports  have  .satisfied  them 
that  however  much  they  may  be  dissatisfied 
with  what  they  call  the  capitalist  management 
of  industry,  they  have  nothing  to  gain  by 
exchanging  it  for  the  state  of  things  existing 
in  Russia. 

This  information  has  had  a  far-reaching  ef- 
fect upon  the  temper  and  policies  of  organized 
labor.  It  has  tended  to  restore  the  authority 
of  the  old  leaders,  which  for  a  time  was  shaken 
by  the  more  aggressive  and  radical  aspirants 
for  power  who  came  to  the  front. 

This  change  is  a  fundamental  one.  It  is 
the  most  important  thing  that  could  have  hap- 
pened for  the  improvement  of  the  situation, 
because  no  recovery  could  take  place  unless 
the  stability  of  society  was  assured.  It  af- 
fords a  basis  for  credit  and  encouragement  to 
enterprise. 

Great  Britain 

The  labor  situation  in  England,  which  was 
so  menacing  in  April,  when  a  general  strike 
was  threatened,  has  cleared  away  remarkably. 
The  miners  made  a  stubborn  stand,  but  re- 
markably free  from  violence  considerit\g  the 
number  of  men  and  high  state  of  feeling.  They 
exhausted  their  strike  funds  and  large  contri- 
butions to  it  by  other  labor  organizations,  but 
finally  abandoned  their  contentions  for  nation- 
alization, a  pooling  of  all  the  mining  districts, 
and  all  radical  changes,  and  went  back  to 
work  at  reduced  wages.  Wage  reductions  have 
been  accepted  in  the  textile  industries,  steel 
and  iron  industry,  engineering  and  machinists 
trades,  and  in  many  lines.  The  railroad  em- 
ployes are  working  on  a  sliding  scale  by  which 
wages  come  down  automatically  with  the  de- 
cline of  prices  of  certain  staple  commodities. 
A  more  peaceful  and  settled  feeling  pervades 
the  situation.  Trade  is  poor  and  there  is  much 
unemployment,  but  there  is  confidence  that 
when  the  necessary  readjustments  are  made  a 
trade  revival  will  set  in. 

France 

Industrial  conditions  in  France  are  quiet. 
Wages  and  prices  are  falling,  and  there  is  no 
serious  labor  trouble  at  this  time.  Foreign  trade, 
which  has  been  heavily  against  France  in  re- 
cent years,  in   the   first   five  months  of   1921 


showed  a  balance  of  exports  over  imports 
amounting  to  410,487,000  francs.  The  national 
budget  has  not  been  brought  into  balance,  and 
revenues  for  the  current  year  are  running  be- 
low the  official  estimates,  owing  to  the  con- 
traction of  trade,  but  the  Treasury  has  been 
able  to  raise  money  by  internal  loans  to  meet 
its  requirements,  including  large  sums  for 
reconstruction  purposes.  It  is  ofliciallv  stated 
that  27,000,000,000  francs,  at  the  old'  par  of 
exchange  over  $5,000,000,000,  has  been  ex- 
pended by  the  national  government  upon  re- 
construction since  the  armistice.  In  view  of 
this  it  signifies  much  to  say  that  the  paper 
money  circulation  has  not  increased  in  the 
past  year.  It  means  that  the  expenditures 
have  been  met  out  of  the  savings  of  France, 
although  not  out  of  the  current  revenues  of 
the  government. 

The  great  task  which  confronts  France,  and 
calls  for  the  highest  courage  in  the  face  of 
depressed  industrial  conditions,  is  that  of  pro- 
viding homes  for  the  population  in  the  devas- 
tated region.  The  government  has  wisely  di- 
rected its  efforts  first  to  restoring  the  condi- 
tions necessary  for  the  revival  of  industry,  in 
order  that  the  people  might  become  self-sup- 
porting. After  nearly  three  years  since  fight- 
ing ceased  the  people  are  still  living  by  hun- 
dreds of  thousands  under  improvised  shelter. 
This  condition  is  keenly  felt  by  all  France,  and 
the  utmost  effort  will  be  made  to  push  the 
housing  program. 

German  Assistance  in  Reconstruction 

A  very  important  conference  took  place  in 
June  at  Wiesbaden  between  M.  Loucheur,  the 
French  minister  of  reconstruction,  and  Dr. 
Rathenau,  German  minister  of  corresponding 
functions,  to  consider  what  might  be  done  in 
the  way  of  having  Germany  participate  di- 
rectly or  by  supplying  materials  in  the 
work  of  house-building.  This  evidently  is 
a  very  important  matter,  as  whatever  Ger- 
many can  deliver  directly  to  France  will  help 
to  simplify  the  world  trade  problem  which  is 
involved  in  the  undertaking  by  Germany  to 
export  of  billions'  of  dollars  worth  of  products 
in  excess  of  her  imports. 

The  meeting  between  the  ministers  seems  to 
have  been  successful,  each  expressing  himself 
highly  pleased  with  the  attitude  of  the  other, 
and  although  many  details  are  yet  to  be  ar- 
ranged, it  is  probable  that  Germany  will  sup- 
ply a  large  part  of  the  building  materials  re- 
quired for  the  housing  campaign. 

A  serious  difficulty,  however,  arises  in  the 
development  of  this  program,  from  the  fact 
that  France  is  entitled  to  only  52  per  cent  of 
the  total  annual  reparation  payments,  fend 
these  payments  are  to  be  spread  over  about 
thirty  years.  France  wants  the  houses  built 
quickly,  within  the  next  two  or  three  years 
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at  the  utmost.  Even  if  Germany  wished  to 
anticipate  the  regular  annual  payments  to 
France,  some  arrangement  with  the  other  al- 
lies would  have  to  be  made  to  permit  France 
to  receive  more  than  her  quota.  Because  of 
the  urgent  need  for  expediting  the  building 
campaign,  France  would  like  to  raise  money 
on  the  German  reparation  bonds. 

Speech  by  Dr.  Rathenau 

Dr.  Rathenau,  who  is  the  head  of  one  of  the 
great  electrical  industries  of  Germany  and 
was  the  German  minister  of  industry  during 
the  war,  in  a  speech  before  a  body  of  German 
business  men,  is  reported  by  the  Berlin  Tage- 
blatt  as  describing  the  meeting  with  M.  Louch- 
eur  in  part  as  follows : 

We  consider  that  such  important  questions  cannot 
be  discussed  without  the  various  parties  meeting 
and  examining  the  economic  and  technical  aspects 
of  the  problem  together,  but  public  opinion  In  France 
and  in  some  other  countries  is  still  divided  on  this 
point.  A  certain  number  of  newspapers,  especially 
economic  and  political  ones,  are  still  of  the  opinion 
that  the  best  methods  are  brutal  coercion  and  politi- 
cal pressure  rather  than  impartial  investigation.  The 
French  Minister  for  the  Liberated  Areas  gave  proof  of 
great  political  wisdom  when  he  resolved  to  go  to 
Wiesbaden  to  carry  on  personal  negotiations,  ana 
there  are  those  in  France  who  have  vehemently  criti- 
cized his  action.  The  negotiations  lasted  two  days 
and  were  carried  on  entirely  correctly,  both  sides 
fairly  facing  the  dlfllcult  problems  as  they 
arose.  The  programme  of  the  negotiations  was  as 
follows:  the  first  day  was  to  be  devoted  to  general 
problems,  the  second  to  discussions  of  questions  of 
detail  with  the  collaboration  of  the  experts.  After 
the  first  day  this  programme  was  modified  and  the 
second  day  entirely  devoted  to  the  discussion  of  the 
general  questions  of  which  I  have  just  given  you  a 
rough  sketch.  M.  Loucheur  and  I  met  as  man  to 
man  Just  like  two  business  men  or  two  experts. 

I  had  every  opportunity  In  the  course  of  these  In- 
terviews to  appreciate  the  fairness  with  which  M. 
L>oucheur  represented  the  Interests  of  his  country, 
and  I  am,  glad  to  have  met  a  man  who,  like  my- 
self, intends  to  deal  dispassionately  and  without 
prejudice  with  these  great  problems,  although  he 
fully  realizes  all  that  his  country  has  a  right  to  ae- 
mand  from  us  and  Is  not  prepared  to  waive  any  of  It. 
That  is  the  French  side  of  the  question. 

In  discussing  the  problem  of  reparation  we  must 
take  the  view  that  our  first  duty  is  to  see 
how  many  payments  In  gold  or  currencies  can 
be  converted  into  payments  in  kind.  You  al- 
ready know  that  attention  has  been  given  to 
a  number  of  contracts  to  be  placed  in  Germany 
for  restoration  work.  The  first  order  Is  for  a  certain 
number  of  wooden  houses,  estimated  originally  at 
25,000  and  which  may  roach  that  figure  later;  the 
negotiations  however  concern  a  much  smaller  num- 
ber, about  6,000.  The  Commission  appointed  by 
France  is  making  a  circular  tour  in  Germany  to  see 
models  and  It  is  possible  that  orders  will  be  given 
later.  No  agreement  has  yet  been  arrived  at  In  re- 
gard to  the  price.  We  must  not  exaggerate  the  im- 
portance of  this  first  order  which  constitutes  a  sort 
of  experiment.  This  order  will  cost  about  10  to  12 
million  gold  marks  at  the  maximum,  and  will  there- 
fore not  seem  a  very  large  one  to  an  industrial  con- 
cern of  any  importance,  nor  make  much  difference  to 
Germany  as  a  whole. 

If  we  are  to  succeed,  in  the  course  of  the  private 
negotiations  which  are  now  to  be  instituted.  In  solv- 
ing the  problems  I  have  Just  mentioned  to  you.  It 
will  be  necessary  to  set  up  a  body  to  be  entrusted 
with  the  duty  of  grouping  and  Impartially  distributing 
the  contracts  given  by  France.  We  must  not  under- 
estimate the  importance  of  this  que.ition.  There  are 
2,800.000  people  who  have  sufTered  loss  in  the  devas- 
tated areas  who  must   be  given   the  opportunity  to 


make  known  in  what  measure  they  wish  to  make 
use  of  the  services  of  Germany,  and  a  body  must 
be  set  up  In  Germany  to  meet  legitimate  requests 
addressed  to  us  by  the  different  areas  for  co-opera- 
tion in  the  work  of  reconstruction  and  by  the  dif- 
ferent trades,  all  having  an  equal  right  to  profit  on 
the  orders.  Both  manufacturers  and  agriculturists 
have  the  right  to  expect  to  receive  orders,  but  the 
various  trades  may  also  bid  for  them,  and  the  syndi- 
cates have  a  right  to  examine  in  detail  the  problems 
which  arise  and  to  take  part  in  discussions  on  the 
supplying  of  German  labor. 

The  idea,  a  perfectly  reasonable  one  in  Itself,  of 
entrusting  the  professional  groups  with  the  duty  of 
delivering  supplies  and  the  district  groups  with  that 
of  distributing  the  orders  amongst  the  various 
regions,  has  now  been  realized,  but  we  cannot  yet  say 
that  it  has  been  proved  that  this  work  has  hitherto 
been  done  by  these  organizations  as  promptly  and 
as  surely  as  it  will  have  to  be  done  in  the  future,  if 
these  large  orders  are  to  bo  given  to  Germany.  In 
many  cases  unjustifiably  high  prices  have  been  asked, 
and  in  other  cases  the  professional  groups  have  re- 
jected proposals  where  the  prices  suggested  have  been 
inferior  to  their  own.  These  are  all  very  difficult 
questions  to  deal  with. 

I  cannot  today,  gentlemen,  go  at  length  into  the 
question  of  the  forms  of  the  organizations  which  must 
be  set  up,  but  1  can  say,  with  all  due  respect  to  those 
who  worked  so  well  for  Germany  during  the  war, 
that  I  will  have  nothing  resembling  any  of  the  war 
time  organizations.  I  know  that  many  will  not  agree 
with  me  here,  but  It  Is  Impossible  to  please  every- 
body. The  first  conditions  which  must  be  fulfilled  by 
any  organization  are  regular  functioning  and  an 
equitable  distribution  of  profits,  which  shall  eliminate 
all  possibility  of  a  fresh  class  of  profiteers  which  we 
might  call  "reparation  profiteers"  springing  up. 

This  conference  has  been  one  of  the  most 
hopeful  of  recent  developments  in  Europe.  The 
attitude  of  both  ministers  seems  to  have  been 
that  of  business  men  who  were  agreed  upon 
a  situation  and  had  set  out  upon  a  practical 
policy   for   dealing  with   it. 

Germany 

Conditions  in  Germany  are  disturbed  by  the 
situation  in  Silesia.  The  present  cabinet  has 
had  to  take  the  responsibility  of  accepting  the 
allied  ultimatum  and  it  might  not  be  able  to 
stand  an  adverse  decision  as  to  Silesia.  There 
is  general  confidence  in  Europe  in  the  honest 
purposes  of  the  present  cabinet.  It  is  believed 
to  be  actuated  by  a  sincere  desire  to  build  up 
a  new  Germany,  democratic  in  spirit  and  free 
from  militaristic  ambitions.  It  goes  without 
saying  that  it  does  not  in  these  purposes  rep- 
resent all  of  Germany,  for  that  is  not  to  be 
expected,  but  it  is  entitled  to  respect  and  the 
allies  may  well  consider  the  advantages  to  be 
gained  by  policies  which  will  enable  this  kind 
of  a  government  to  gather  strength  to  itself 
in  Germany. 

The  provisions  of  the  treaty  which  bases  the 
indemnity  payment  in  part  upon  the  volume  of 
German  exports  is  very  unsatisfactory  in  Ger- 
many. It  is  said  that  the  influence  will  be  to 
injuriously  restrict  Germany's  foreign  trade, 
particularly  with  nearby  countries.  Thus  it 
may  be  advantageous  to  import  coal  into  east- 
ern Germany  from  Poland  and  export  coal 
from  south  Germany  to  France,  Switzerland, 
Holland,  etc.,  but  26  per  cent  of  the   value 


o{  all  exports  must  be  paid  as  indemnity.  Dr. 
Rathenau,  in  the  address  referred  to  above, 
referred  to  this  26  per  cent  levy  in  the  follow- 
ing terms: 

The  second  part  of  our  UuUc  will  consist  In  trytng 
to  r«>Uc«  the  Index  of  26  per  cent  by  some  oUier  »r- 
nuisetnent.  The  uUlmaium  Itself  Implies  the  pos- 
■IbUlty  of  such  a  change,  and  1  consuKr  that  It  is 
becominc  more  and  more  obvious  both  at  home  and 
abroad  that  the  present  Index  of  iS  per  cent -on  the 
total  value  of  German  exporU  la  not  a  satisfactory 
criterion,  either  from  our  own  point  of  view,  as  It 
would  consUtute  a  great  hindrance  to  our  export 
trade  and  would  be  In  the  nature  of  a  prohibitive 
measure,  or  from  the  point  of  view  of  the  Allies  aa  It 
would  have  the  effect  of  depreciating  the  value  of  the 
bonds  possessed  by  Prance,  and  It  would  be  difflcult 
to  Interest  the  IntemaUonal  money  market  in  bonds 
resting  on  an  index  of  this  kind,  which  would  entail 
a    dangerous    element    In    the   export    policy    of    the 

This  Index  will  Injure  Germany's  credit;  foreign 
countries  will  surely  say:  What  will  eventually  hap- 
pen to  a  country  threatened  with  a  punishment  which 
U  to  be  harsher  In  proportion  aa  lla  foreign  trade 
becomes  more  extensive?  It  Is  very  clear  that  sub- 
seouent  German  Governments  may  take  up  a  very 
different  attitude  In  the  face  of  this  new  and  dim- 
cult  problem  from  that  taken  up  by  the  present  one. 
One  Cabinet  may  say:  In  spite  of  the  Index  we  wish 
to  encourage  our  export  trade.  But  another  Govern- 
ment may  come  afterwards  which  will  say:  On  ac- 
count of  this  Index  we  wish  to  try  and  limit  Ger- 
many's economic  activities  to  the  home  market. 
Such  variations  of  policy  would  be  hurtful,  not  only 
to  Germany  but  also  to  her  neighbors,  and  especially 
to  those  countries  which  are  receiving  the  Indemnity. 
I  consider  for  these  reasons  that  the  20  per  cent 
Index  is  one  which  all  parties  will  find  very  difficult 
to  apply  and  that  it  should  therefore  be  replaced  by 
some  other  Index. 

The  industries  of  Germany,  from  all  ac- 
counts are  in  better  condition  that  those  of 
any  other  country  in  Europe,  although  there  is 
a  tendency  in  all  other  countries  to  overstate 
the  situation  and  the  advantages  of  Germany's 
low  exchange  rate.  All  of  the  industries  are 
not  prosperous,  and  reports  that  works  are 
running  ten  and  twelve  hours  per  day  are  in- 
correct. More  than  eight  hours'  work  per  day 
is  forbidden  by  law,  one  of  the  reasons  for  it 
being  to  assure  a  distribution  of  work  to  all, 
which  would  not  be  an  argument  if  there  was 
plenty  of  work. 

The  German  Labor  and  Wage  Situation 

A  well-informed  writer  in  a  recent  number 
of  the  London  Economist  discusses  at  some 
length  the  labor  situation  in  Germany  and  the 
tendency  of  wages.  He  throws  light  upon  a 
subject  very  generally  misunderstood.  He 
says,  in  part: 

The  underlying  assumption  that  throughout  a  long 
term  of  years  German  cheapness,  which  is  a  vagary 
of  the  Incalculable  foreign  exchanges,  will  prevail,  is 
not  Justlfled  by  observation,  any  more  than  it  Is  by 
economic  theory.  German  gold  prices,  as  I  showed 
last  week,  have  been  overtaking  the  higher  gold 
prices  of  the  gold  exchange  countries.  German  nom- 
inal prices  (commodities)  arc  today  almost  exactly 
the  same  as  they  were  in  February,  1920,  when  the 
dollar  exchange  touched  104  marks;  the  dollar  Is  to- 
day 69;  and  in  the  meantime  the  gold  prices  of  the 
United  States  have  fallen  to  about  half  their  maxi- 
mum. The  belief  that  the  German  workman  works 
(or   lone    hours    la   mistaken.     He   works    for   eight 


hours,  in  coal  mines  for  seven  hours;  If  a  bill  already 
submitted   Is  passed   he   will  work   in  all   mines  for 
seven  hours,  and  last  year  In  the  Ruhr  mines  a  gen- 
eral   strike   was    threatened    in    favor   of    six    hours. 
The  assumption    that   German    workmen   work,    and 
will  work,  for  extremely  low  wages  Is  baaed  on  con- 
fusion between  nominal  wages,  gold  wages,  and  real 
wmsM-    Oannan  gold  wacea  ara  very  low.    The  Ger- 
man real  wage,  the  only  wage  that  comes  into  ac- 
count   in    considering    working-class    "content,      and 
•apparent  acquiescence,"  Is  not  low.    It  is  consider- 
ably higher  than  before  the  war.     The  cost  of  living 
index  (Statistical  Bureau's)  Is  880;   the  Wages  Index 
(Frankfurter  Zeltung's)  Is  1.182;  in  other  worda  real 
wages  are  30   per  cent  higher  than  before  the  war. 
Further  German  workmen  show  the  same  persistency 
as   British   or   American   workmen   in    pushing   up   or 
keeping    up    wages.      Between    January.    1920,    and 
April,    1921,    the   cost   of    living    In   Germany    rose    60 
per  cent,  whereas  nominal  wages,  always  as  the  re- 
sult of  agitation,  rose  120  per  cent;  so  that  the  pres- 
ent movement   Is  altogether  for  a  higher  real   wage. 
Naturally,  in  foreign  trade  competition  it  is  not  real 
wages,  or  nominal  wages,  but  gold  wages  that  count. 
But  the  German  nominal  cost  of  living  Is  kept  at  its 
present  level  only  by  price-restriction  and  food-sub- 
sidixlng.     This  is  no  permanent  system;   a  great  part 
of  It  has  been  abolished,  and  the  rest  Is  to  be  abol- 
ished;  and  should   the  cost  of  living   In  consequence 
rise    there   is   no    doubt    that    workmen   will    demand 
higher  wages  as  they  did  when  cost  of  living  was 
rising    In    1920;    and    this,   given    a   stable    exchange, 
will  mean  a  rise   in   gold   wages.     A  new   vagary   of 
the    exchanges    (and    the    mark    exchange    In    three 
months  of  1920  rose  200  per  cent)  may  upset  all  thesa 
calculations,   so  that  calcul.itions  for  40   years  ahead 
based  on  a  present  exchange  level  are  not  convincing. 
In  fact.  It  is  not  easy  to  see  how  the  reparations  pay- 
ments can  be  made  unless  the  German  workman  does 
consent  to  work  long  hours  for  low  wages;    the  dilll- 
culty  is  that  German  workmen  show  no  consciousness 
of   the   necessity.     The   practicability   of   the   plan   to 
compel   Germany   to   pay   In   certain    kinds    of   goods 
which  do  not  compete  with  British  industry  is  doubt- 
ful.    The  coal  output  of  Germany  cannot  be  rapidly 
increased;    for    two    years    the    attempts    made    have 
for  labor  and  technical  reasons,  failed;   potash  Is  not 
being  bought  by  America,  the  chief  former  customer, 
because  it  is  already  too  dear,  and  France,  the  chief 
reparations  claimant,  is  herself  exporting  potash;  and 
the  sugar  abundance  which   Mr.   McKenna   points  to 
does  not  exist. 

The  finances  of  the  German  Government  are 
still  in  bad  shape,  with  the  volume  of  currency 
increasing,  but  too  much  emphasis  should  not 
be  placed  upon  this.  There  is  reason  to  believe 
that  the  situation  is  not  so  far  out  of  hand  as 
may  appear,  and  that  by  doing  away  with 
food  subsidies,  placing  the  railroads  on  a  self- 
supporting  basis  and  other  reforms  the  situa- 
tion may  be  rapidly  improved. 

The  crops  in  Germany  this  year  are  very 
good,  which  will  permit  a  reduction  in  food 
importations. 


Cattle  Loans. 

Organization  of  the  cattle  loan  pool,  to 
which  Eastern  and  Western  bankers  are  con- 
tributing jointly  $50,000,000,  has  been  defi- 
nitely completed  and  the  pool  has  already  be- 
gun to  make  loans.  Reports  from  the  South- 
west indicate  that  the  plan  is  meeting  with 
favorable  reception  on  the  part  of  cattlemen, 
and  that  the  funds  thus  provided  will  do  much 
to  relieve  the  desperate  situation  which  cattle 
growers  have  been  facing  during  recent 
months.    Operation  of  the  pool  is  also  expected 
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to  be  of  assistance  to  many  banks  in  the  cattle 
country,  in  that  the  new  funds  thus  provided 
will  make  possible,  in  many  cases  more  grad- 
ual liquidation  of  previous  obligations. 

Steps  have  been  taken  to  make  negotiation 
of  a  loan  from  the  pool  as  simple  as  possible. 
Applications  are  made  through  local  cattle  loan 
companies  or  banks,  and  the  deciding  factor 
in  determining  the  percentage  to  be  loaned 
against  a  given  herd  is  governed,  as  is  usual 
in  such  cases,  by  the  individual's  credit  stand- 
ing in  his  own  community,  and  by  his  probable 
ability  to  meet  his  obligations  as  they  mature. 
Loans  are  being  made  on  a  six  months  basis 
so  that  the  paper  will  be  rediscountable  at  the 
Federal  Reserve  Banks,  but  may  be  renewed  up 
to  a  maximum  of  30  months. 

Correspondents  of  The  National  City  Bank 
in  the  Southwest  inform  us  that  Mexico  is  now 
taking  large  numbers  of  American  cattle,  both 
for  Slaughter  and  to  replenish  breeding  herds. 
Since  our  own  breeding  herds  constitute  the 
foundation  of  the  cattle  industry  in  America, 
one  of  the  foremost  purposes  of  the  cattle  loan 
pool  will  be  to  aid  in  preventing  their  further 
depletion  here. 

The  Bond  Market. 


At  the  beginning  of  this  month  a  definite 
improvement  in  the  bond  market  was  notice- 
able, and  the  demand  for  industrial,  railroad 
and  public  utility,  and  especially  state  and 
municipal,  bonds  continued  to  increase 
throughout  the  month.  This  change  in  senti- 
ment is  attributed  partly  to  the  continued  lack 
of  new  corporate  financing  during  the  previ- 
ous month  as  against  a  large  amount  of  funds 
seeking  investment  as  a  result  of  July  1st  divi- 
dend and  interest  payments  and  the  general 
easing  in  the  rates  for  money.  July  ended 
with  a  very  strong  market,  an  advance  of  ap- 
proximately one  per  cent  being  noticeable  in 
the  case  of  some  of  the  better  known  and  more 
active  issues. 

During  the  latter  part  of  the  month  North- 
ern Pacific  6s  sold  up  to  100,  Great  Northern 
7s  up  to  100,  and  Chicago,  Burlington  & 
Quincy  Joint  6i/os  up  to  lOO'/i,  compared  with 
the  price  of  96^  at  which  these  bonds  were 
originally  offered  in  the  latter  part  of  April. 

On  July  21  the  syndicate  managers  for  the 
$100,000,000  Republic  of  France  lyi  per  cent 
bonds  announced  the  entire  issue  had  been 
sold,  and  there  are  many  indications  that  the 
supply  of  bonds  in  the  hands  of  dealers  is  very 
small. 

A  number  of  new  railroads  and  corporate 
offerings  were  made  during  the  month,  and  in 
practically  all  cases  it  vyas  reported  that  the 
entire  issues  were  quickly  absorbed,  and  in 
many  instances  the  securities  were  later  in 
demand  at  higher  than  the  original  offering 
prices. 


Corporate  Issues  for  the  Month 

Following  is  a  list  of  the  more  important 
new  corporate  issues  offered  during  the 
month : 

$23,000,000  Canadian  Northern  Ry.  25  yr.  6V4%  S.  P. 
Gold  Debenture  Bonds,  at  96%  and  inter- 
est, to  yield  about  6.80%. 

6,000,000  Commonwealth  Edison  Co.  (Chicago)  6% 
1st  Mtge.  Bonds,  due  1943,  at  91 H  and 
Int.,  to  yield  approximately  6%%. 

7,000,000  Rochester  Gas  &  Klec.  Corp.  Genl.  Mtge. 
25-yr.  7%  Gold  Bonds,  Series  B,  at  96  and 
int.,  to  yield  about  7.35%. 

3,500,000  Salt's  Textile  Mfg.  Co.,  Bridgeport,  Conn., 
1st  Mtge.  15-yr.  8%  S.  F.  Gold  Bonds,  at 
99  V4  and  int.,  to  yield  over  8%. 

8,000,000  Illinois  Central  R.  R.  15-yr.  6^4%  Secured 
Gold  Bonds,  at  97%  and  int.,  to  yield  about 
6.80%. 

4,987,000  American  Dock  &  Improvement  Co.  1st 
mtge.  Extended  6%  Bonds  of  1881,  due 
July  1,  1936,  at  97  H  and  Int.,  to  yield  over 
6.25%. 

6,000,000  Commonwealth  Edison  Co.  1st  mtge.  6% 
Gold  Bonds  of  ly08,  due  June  1,  1943,  at 
91^4  and  int.,  yielding  about  6%%. 

5,000,000  (Edward)  Hines  Associated  Lumber  Inter- 
ests 1st  Mtge.  S%  Serial  Gold  Bonds,  due 
July  1,  1924-35,  at  par  and  int. 

4,000,000  Atlas  Powder  Co.  15-yr.  7V4%  Conv.  Gold 
Bonds,   at  96%   arid   int.,   to   yield   7.90%. 

4,000,000  Constantin  ReHning  Co.,  Tulsa,  Okla.,  Ist 
mtge.  S.  F.  8%  Bonds  due  June  1,  1922- 
26,  at  par  and  int. 

6,000,000  Jacob  Dold  Packing  Co.  6%%  Cumulative 
Preferred  stock  at  par. 

4,000,000  Detroit  United  Hy.  Ist  mtge.  8%  S.  F.  Gold 
Bonds,  due  part  Aug.  1,  1922  and  part  Aug. 
1,  1941,  at  99H,  to  yield  S.50%  for  one-year 
bonds  and  99,  to  yield  8.10%  for  20-yr. 
bonds. 

6,569,000  Detroit  Edison  Co.  6%  Ist  and  Ref.  Mtge. 
Gold  Bonds,  due  July  1,  1940,  at  88  and 
int.  yielding  over  7.16%. 

Municipal  Securities 

The  outstanding  feature  of  the  July  bond 
market  was  the  keen  competition  among  deal- 
ers to  purchase  at  advancing  prices  the  very 
large  number  of  important  state  and  munici- 
pal issues  which  were  reported  as  having  been 
quickly  distributed  among  investors,  savings 
banks  and  insurance  companies.  Some  of  the 
large  issues  were : 

$1,602,000  Province  of  New  Brunswick  6%  Honda,  on 
a  basis  of  about  6.17%. 

4,277,000  Baltimore,  Md.  5%  Stock,  on  a  basis  of 
about  6.13%. 

1,500,000  State  of  Oregon  6%%  State  Highway 
Bonds,  on  a  basis  of  about  6.71%. 

1,000,000  Govt,  of  Porto  Rico  4%%  Public  Improve- 
ment Bonds  of  1920,  at  a  price  to  yield 
slightly  over  5.20%. 

3,000,000  State  of  Washington  Genl.  Fund  Bonds, 
on  a  basis  of  about  5.83%  for  6s,  with  op- 
tion on  the  remainder  until  Sept.  1  as 
5^8   on   a   basis   of   about   5.74%. 

1,800,000  State  of  Wyoming  5%  Highway  Bonds  ai 
par. 

4.878,000  State  of  California  6%%   Highway  Bonds 
at  price  to  yield  from  5.75%  to  6.40%,  ac- 
cording to  maturity. 
10,000,000  State  of  MIcihgan  5%%  Bonds,  on  a  basis 
of   about  5.71%. 

2,250,000  Newark.  N.  J.  6%%  Bonds,  on  a  basis  of 
about  6.49%. 

6,000,000  Philadelphia,  Pa.  6H%  Bonds,  on  a  basis 
of  about  5.20  f . 

6,000,000  Province  of  Ontario  6  %  Debentures,  at 
99.827. 


11 


AMERICA    AND    EUROPE 


Their  Present  Relations — Credits — Debts — Reparation   Payments — Common   Interests — Address  Before 
tbe  International  Chamber  of  Commerce,  London,  June  39,  1931. 


The  International  Chamber  of  Commerce  is 
an  outgrowth  of  the  International  Congress 
held  in  the  United  States  in  1919,  when  Cham- 
bers of  Commerce  over  the  world  were  invited 
by  the  Chamber  of  Commerce  of  the  United 
States  to  send  delegates  to  this  country  for  a 
conference  upon  matters  of  common  concern, 
and  particularly  the  problems  arising  from  the 
war. 

A  second  Congress  was  held  in  Paris  in 
1920,  at  which  time  the  International  Chamber 
of  Commerce  was  formally  organized,  with  M. 
Etienne  Clementel,  Minister  of  Commerce  in 
the  Cabinet  of  the  French  Government,  as 
President;  M.  Edourd  Dolleans,  of  Paris,  as 
Secretary,  and  a  Board  of  Directors  made 
up  of  prominent  business  men  resident  in  nine 
countries.  The  International  headquarters  are 
at  33  Rue  Jean  Goujon,  Paris,  in  a  building 
provided  by  the  French  Government. 

The  Third  Congress  was  held  in  London, 
June  27- July  2,  this  year,  with  an  attendance 
of  about  1,000,  representing  Chambers  of  Con- 
gress in  seventeen  countries.  To  facilitate 
discussion  of  the  numerous  matters  under  con- 
sideration the  delegates  met  in  sections,  and 
on  June  29  the  section  upon  Finance  having 
under  consideration  the  subject  of  "Export 
Credits,"  George  E.  Roberts,  Vice-President 
of  The  National  City  Bank  of  New  York,  on 
behalf  of  the  delegation  from  the  United 
States,  addressed  the  body  as  follows: 

Address  of  Mr.  Roberts  of  the  American  Delegation 

Mr.  Chairman  and  Gentlemen: 

In  view  of  the  interest  that  has  been  mani- 
fested by  many  delegates  the  economic 
position  of  the  United  States,  and  its  ability 
and  disposition  to  create  credits  in  the  present 
world  situation,  it  has  been  thought  well  by 
the  American  delegation  that  a  somewhat  de- 
tailed statement  should  be  made  in  their  be- 
half upon  the  subject. 

The  American  delegation  has  come  to  this 
meeting  with  a  very  profound  sense  of  the 
gravity  of  existing  industrial  and  social  con- 
ditions over  the  world,  and  of  the  need  for 
international  co-operation  in  dealing  with 
them.  The  United  States  in  common  with  all 
other  countries  is  suffering  from  the  disor- 
ganization of  industry  and  the  exchanges 
which  has  resulted  from  the  war,  and  fully 
realizes  the  importance  of  restoring  trade 
relations  between  countries. 

There  has  come  to  all  peoples  in  this  period 
of  depression  a  clearer  understanding  than 
they  ever  had  before  of  their  mutual  interests 
and  dependence.    The   world   had   developed 


before  the  war  a  very  highly  organized  system 
of  production  and  exchange.  It  was  a  vast  co- 
operative, voluntary,  system  which  had  grown 
up  so  gradually,  and  by  the  contributions  of 
so  many  people,  that  we  scarcely  understood 
either  the  extent  of  our  interdependence  or 
how  it  came  to  be.  There  was  little  general 
comprehension  of  the  economic  principles  un- 
derlying and  governing  these  relations.  Few 
people  thought  enough  about  them  to  appre- 
ciate the  gains  that  accrued  to  all  classes,  for 
example,  from  a  common  standard  of  value, 
from  the  interlocking  banking  systems  of  all 
countries,  from  the  development  of  specialized 
ability  in  industry  and  in  trade,  and  from  mod- 
ern facilities  of  communication  and  transpor- 
tation— all  tending  as  they  did,  to  improve  the 
living  conditions  of  the  populaton  everywhere. 

This  system  of  interchange  of  products  and 
services  was  interrupted  and  in  part  broken 
down  by  the  war.  Then,  with  the  exchange  of 
goods  in  large  degree  stopped,  difficulties  de- 
veloped about  making  payments  even  for  the 
shipments  that  were  made.  And,  finally,  the 
enormous  inflation  of  currency  in  the  form  of 
lawful  money  or  bank  credit,  varying  in  the 
diflferent  countries,  compelled  a  general  sus- 
pension of  gold  payments  and  abandonment  for 
the  time  being  of  the  gold  standard  as  a  com- 
mon measure  of  values,  and  has  made  the 
state  of  confusion  in  some  quarters  almost 
hopelessly  complete. 

Unsettlement  of  the  Social  Order 

Unfortunately  this  is  not  all  or  even  the 
worst  of  the  difficulties.  The  most  serious  have 
arisen  from  the  general  unsettlement  of  the 
social  order.  There  always  has  been,  and  in 
a  progressive  society  inevitably  will  be,  more 
or  less  social  discontent,  but  the  interruption 
of  regular  industry  during  the  war,  the  rise  in 
terms  of  money  of  the  cost  of  living,  and  the 
emergency  pressure  which  constrained  gov- 
ernments to  satisfy  every  demand — all  tended 
to  develop  discontent  and  to  encourage  the  be- 
lief that  radical  changes  in  social  conditions 
were  possible.  The  effect  has  been  to  confuse 
and  unsettle  the  minds  and  impair  the  effi- 
ciency of  millions  of  people.  At  a  time  when 
the  world  has  needed  production  more  than 
ever  before,  the  hours  of  labor  have  been  uni- 
versally shortened,  and  production  reduced  in 
even  greater  proportion.  Wages  and  costs 
have  been  forced  up  until  value-relationships 
throughout  industry  are  dislocated,  and  the 
exchange  of  goods  and  services  thus  made 
more  difficult.  Attempts  to  put  the  entire  bur- 
den of  heavy  taxation  upon  capital,  and  to 
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force  a  greater  distribution  of  wealth  for  cur- 
rent consumption,  tend  to  reduce  the  amount 
of  capital  available  for  permanent  improve- 
ments at  the  very  time  when  investments  of 
this  kind  are  necessary  to  make  good  the 
deficit  of  the  war  time.  And,  finally,  the  agi- 
tation against  property-rights  tends  to  impair 
confidence  and  credit  and  to  cripple  enterprise. 
The  combined  effect  of  these  demoralizing  in- 
fluences is  to  produce  stagnation  and  unem- 
ployment, 'and  to  delay  recovery-  from  the 
state  of  disorganization  and  distress  resulting 
primarily  from  the  war. 

Normal  Trade  and   Industrial  Relations  Must  Be 
Restored 

The  world  must  restore  the  old  state  of  co- 
operation which  existed  before  the  war  as  be- 
tween classes  and  occupations  within  each 
country  and  between  countries.  The  compen- 
sation of  workers  in  the  different  industries 
must  be  brought  back  into  normal  relations,  in 
order  that  the  exchange  of  products  and  serv- 
ices may  go  on.  In  the  United  States  approxi- 
mately one-half  of  the  population  are  engaged 
in  producing  foodstuffs  and  raw  materials,  a 
considerable  share  of  which  must  be  exported 
and  sold  in  world  markets.  These  products 
have  fallen  to  pre-war  prices  or  below,  while 
the  products  of  the  town  industries,  held  up 
by  labor-costs  and  understandings  of  various 
kinds,  have  undergone  comparatively  slight 
reductions.  The  result  is  that  the  producers 
of  agricultural  products  and  raw  materials  are 
unable  to  buy  more  than  about  one-half  as 
much  of  the  products  of  the  town  industries 
as  when  all  products  were  on  a  common  level 
of  value.  There  can  be  no  revival  of  pros- 
perity until  a  readjustment  of  these  relations 
is  accomplished. 

And  so  there  must  be  a  resumption  of  trade 
relations  between  countries.  The  United 
States  is  a  country  of  varied  natural  resources, 
and  as  well  constituted  to  live  within  itself 
as  any  other  country.  Normally  our  foreign 
trade  does  not  exceed  10  per  cent  of  our  total 
trade,  but  we  see  that  the  demoralization  of 
our  foreign  trade  has  prostrated  the  entire 
domestic  business  as  well. 

We  need  to  restore  the  old  relationships 
everywhere,  to  open  the  old  channels  of  dis- 
tribution and  old  sources  of  supply.  We  don't 
want  to  go  all  over  again  through  the  slow 
processes  of  growth  and  organization.  We 
don't  want  to  take  time  to  make  ourselves 
self-supporting  in  every  country.  We  don't 
want  to  take  time  to  find  new  customers,  to 
learn  new  trades,  to  equip  with  new  machin- 
ery, and  to  redistribute  the  population  in  new 
occupations.  We  want  to  start  up  the  old 
machinery,  tie  up  the  severed  relationships  and 
go  on  as  before. 


This  means  that  each  country  in  studying 
to  help  itself  must  study  the  world  situation. 
The  purchasing  power  of  every  country  is  in 
its  own  powers  of  production.  Every  country 
must  have  its  own  people  employed ;  it  must 
produce  and  sell  somewhere  in  order  to  buy. 
The  trade  of  the  world  must  balance  and  clear 
itself  in  order  to  have  prosperity.  In  short,  we 
must  set  up  the  whole  world  machine  in  order 
to  get  our  own  part  of  it  into  running. 

Fundamental   Conditions   of    International 
Cooperation 

The  problem  of  restoring  international  trade 
divides  itself  into  accomplishing  those  things 
which  a  nation  must  do  for  itself  and  those 
things  in  which  the  nations  must  act  together. 
In  the  present  disorganized  state  of  trade  there 
is  greater  need  for  the  use  of  credit  in  getting 
the  movement  started  than  in  ordinary  times, 
while  the  uncertainties  which  exist  make  all 
business  more  difficult  and  credit  naturally 
harder  to  obtain.  First  of  all  the  conditions 
essential  to  credit  is  the  maintenance  of  an 
orderly  state  of  society,  which  includes  a 
stable  government  having  the  support  and 
willing  obedience  of  the  people,  recognition  of 
property  rights,  general  willingness  on  the 
part  of  the  people  to  work  and  maintain  an 
effective  state  of  industry.  These  are  the 
foundations  of  credit  everywhere ;  and  the 
more  clearly  it  appears  that  they  are  under- 
stood and  the  benefits  thereof  recognized  by 
all  classes,  the  better  the  credit  of  a  people 
will  be. 

The  current  regular  expenditures  of  the  Gov- 
ernments should  be  met  by  taxation,  as  laid 
down  in  the  admirable  declarations  of  the 
Brussels  Financial  Conference.  If  the  ability 
to  pay  taxes  is  low,  there  should  be  unhesi- 
tating courage  to  reduce  expenditures  corre- 
spondingly. The  people  must  he  brouerht  to  £ 
realization  of  the  necessity  of  paying  their 
way,  and  of  the  futility  of  such  expedients  as 
printing  currency  to  meet  Treasury  d3ficits.  In 
short,  every  effort  should  be  made  to  get  in- 
dustry and  trade  back  upon  a  round  and  nor- 
mal basis.  Subsidies  and  regulations  hamper- 
ing business,  originally  arising  from  war  con- 
ditions, should  be  done  away  with. 

In  addition  to  these  basic  conditions  it  may 
be  desirable  that  in  some  countries  there  shall 
be  a  mobilization  of  resources,  upon  the  general 
theory  embodied  in  the  ter  Meulcn  plan,  for 
the  purpose  of  creating  the  highest  form  of 
credit  obtainable  under  existing  conditions. 

When  these  things  have  been  done  on  the 
side  of  the  nations  desiring  to  import  goods 
and  to  obtain  credit,  the  responsibility  for  a 
revival  of  trade  will  be  shifted  to  the  nations 
having  a  surplus  of  products  for  export,  and 
which  are  the  accustomed  source  of  materials 
and  supplies.    When  the  countries  which  have 
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a  natural  deficiency  of  supplies  for  the  sus- 
tenance of  their  population  and  the  operation 
of  their  industries  have  done  all  that  it  is  in 
their  power  to  do,  the  exporting  countries 
blessed  with  a  wealth  of  natural  resources 
must  somehow  find  a  way  to  do  their  part. 
The  common  obligations  of  humanity  demand 
it,  and  their  own  interests  require  it.  They 
will  never  see  prosperity  in  their  own  streets 
until  they  do  it. 

PMitloa  of  the  United  State*  of  America 

The  delegation  from  the  United  States  are 
deeply  impressed  with  the  responsibility  of 
their  own  country  in  this  connection.  They 
recognize  that  its  responsibilities  are  com- 
mensurate with  its  resources  and  ability  to 
give  aid. 

The  potential  resources  of  the  United  States 
are  very  great,  indeed,  both  in  natural  sup- 
plies and  productive  capacity.  It  has  a  large 
surplus  of  foodstuffs,  great  capacity  for  pro- 
ducing raw  materials,  and  the  facilities  for 
mass  production  of  manufacture  in  many  lines, 
especially  in  steel  and  industrial  and  railroad 
equipment.  In  fact  the  variety  and  capacity 
of  our  industries  are  such  that  our  perplexity 
in  world  trade  is  in  determining  what  we  are 
willing  to  take  in  exchange  for  the  things  we 
are  anxious  to  sell. 

In  brief,  we  have  the  ability,  measured  by 
productive  capacity,  to  supply  the  world  with 
a  great  amount  of  capital  in  the  form  of  our 
products,  but  there  are  difficulties  in  connec- 
tion with  doing  so  which  we  would  like  you  to 
understand. 

This  ability  to  produce  goods  and  mate- 
rials, as  you  know,  is  private  ability.  The  pro- 
duction is  by  private  enterprise  and  privately- 
owned  works  The  companies  and  individuals 
conducting  the  operations  cannot  sell  the 
products  around  the  world  on  credit.  The 
farmer  must  be  paid  for  his  crop,  because  he 
must  have  the  means  of  paying  his  own  op- 
erating and  living  expenses.  The  manufac- 
turer must  be  paid  for  his  goods  because  he 
requires  all  but  a  small  part  of  the  proceeds  to 
pay  his  own  wage-workers  and  meet  other 
operating  expenses. 

In  ordinary  times  the  movement  and  distri- 
bution of  goods  from  producers  to  consumers 
is  handled  by  the  traders,  with  the  aid  of  the 
banks  and  financial  houses,  and  it  is  accom- 
plished largely  by  the  clearing  process — a  sys- 
tem by  which  the  stream  of  goods  moving 
one  way  is  oflFset  against  the  stream  moving 
the  other  way,  and  the  trade  is  made  virtually 
to  settle  itself.  Now  the  balance  for  the  time 
being  is  lost,  and  the  problem  is  to  restore  it. 
Temporarily  an  extraordinary  amount  of  credit 
must  be  used  to  keep  the  unbalanced  move- 
ment going. 


There  must  be  a  general  mobilization  of 
capital  and  credit  to  take  these  products  from 
the  producers  for  cash  and  sell  them  where 
they  are  wanted  on  credit.  A  new  supply  of 
capital  and  credit  must  be  brought  into  the 
gap.  The  ordinary  supply  of  credit  is  not  suf- 
ficient, and  the  short-time  credit  afforded  by 
the  banks  is  not  adapted  to  the  situation.  The 
banks  are  handling  temporary  funds,  the  great 
bulk  of  which  are  payable  on  demand.  Obvi- 
ously they  cannot  tie  up  these  funds  in  *rans- 
actions  which  will  have  to  run  for  a  term  ol 
years. 

The   Investment  Market 

The  other  recourse  is  to  the  investment  mar- 
ket. Securities  issued  by  the  corporations  or 
governments  of  importing  countries,  or  is- 
sued by  American  corporations  and  based  upon 
the  proposed  credits,  must  be  sold  to  individ- 
uals who  have  a  surplus  of  funds  for  invest- 
ment, and  we  would  like  you  to  understand  the 
conditions  surrounding  the  investment  market 
at  this  time. 

In  the  first  place  while  the  wealth  of  United 
States,  as  shown  by  census  returns,  is  very 
great,  it  must  be  remembered  that  it  is  com- 
prised of  property  spread  over  a  vast  extent 
of  territory,  of  widely  distributed  ownership, 
and  consists  very  largely  of  real  estate,  i.  e., 
farms  and  town  property.  The  United  States 
is  still  a  new  and  developing  country,  and  in 
most  sections  of  it  the  people  are  accustomed 
to  devote  their  surplus  incomes  to  the  exten- 
sion of  their  own  immediate  businesses  or  for 
other  local  undertakings.  The  number  of  peo- 
ple accustomed  to  invest  in  securities  listed  on 
the  stock  exchanges  or  oflfered  in  the  public 
market  has  always  been  relatively  small. 
The  amount  of  wealth  held  in  the  form  of  se- 
curities is  relatively  small,  and  it  will  not  do 
to  base  expectations  about  what  the  country  is 
likely  to  do  in  the  way  of  buying  securities 
upon  the  wealth  reported  by  the  census.  It 
takes  time  for  people  to  acquire  the  habit  of 
investing  their  money  away  from  home  and  in 
the  custody  of  others,  and  particularly  to  be- 
come used  to  the  idea  of  making  investments 
in  foreign  countries.  Our  people  distrust  their 
own  judgment  when  it  comes  to  investment  in 
foreign  securities. 

Down  to  the  beginning  of  the  war  practi- 
cally no  foreign  securities  ever  had  been  sold 
in  the  United  States ;  during  the  war  a  few 
issues  for  the  allied  and  neutral  governments 
were  sold  there.  Since  the  armistice  something 
over  one  billion  dollars  of  foreign  government 
securities  have  been  sold  there.  This  shows 
that  we  are  making  progress  in  developing  a 
world  market,  but  it  is  a  process  of  growth. 

Down  to  the  outbreak  of  the  war  we  had 
been    accustomed    to    look   to   the    European 
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market   for  capital  for  ourselves.     It  was  a 
cheaper  and  broader  market  than  our  own. 

Present  Demands  Upon  the  American  Market 

It  must  be  remembered  that  during  the  war 
our  development  work  was  checked  by  the 
fact  that  the  government  loans  aggregating 
about  $25,000,000,000  swept  up  the  available 
funds,  so  that  now  every  part  of  the  country 
is  in  need  of  capital  for  local  improvements. 
We  are  needing  to  build  houses,  to  spend 
large  sums  upon  our  railroads  and  public  utili- 
ties, which  generally  suffered  deterioration 
during  the  war. 

The  competition  for  capital  for  these  pur- 
poses has  made  interest  rates  high  and  the  new 
offerings  of  securities  at  high  rates  has  had 
the  effect  of  depressing  the  entire  list  of  out- 
standing securities  and  stocks,  so  that  they 
yield  high  returns  upon  present  values. 

Other  factors  in  the  situation  are  the  high 
rates  of  taxation  and  the  large  amount  of  se- 
curities that  are  exempt  from  taxation.  Under 
our  political  organization  the  obligations  of 
the  Federal  Government  are  not  subject  to  lo- 
cal taxation  and,  reciprocally,  the  obligations 
of  states,  municipalities  and  the  lesser  sub- 
divisions of  government  are  not  subject  to  Fed- 
eral taxation.  The  total  amount  of  securities 
wholly  exempt  now  outstanding  is  estimated 
at  approximately  $15,000,000,000,  and  is  con- 
stantly being  increased  by  new  issues. 

Competition  of  Tax-Exempt  Securities 

The  United  States  Government  issues  that 
are  totally  tax-exempt  yield  at  the  present  mar- 
ket 3^  to  434  per  cent.,  and  other  federal 
issues  4.60  to  5.60  per  cent.  Municipal  securi- 
ties pay  a  tax-free  income  of  from  4J/2  per 
cent,  in  the  case  of  certain  choice  issues  up  to 
7  per  cent,  in  the  case  of  numerous  small 
cities  whose  credit  is  not  so  widely  established, 
but  is  nevertheless  perfectly  good. 

The  presence  of  this  large  body  of  tax- 
exempt  securities  has  the  effect  of  practically 
eliminating  investors  of  high  incomes  as  buy- 
ers of  securities  subject  to  taxation.  To  an 
individual  with  an  income  subject  to  our  maxi- 
mum tax,  an  exempt  4  per  cent  Federal  or  Mu- 
nicipal bond  yields  an  equivalent  of  nearly  15 
per  cent,  interest.  Conversely,  a  taxable  7  per 
cent,  investment  such  as  a  real  estate  mort- 
gage, an  industrial  or  railroad  bond,  or  a  for- 
eign government  bond,  after  tax  payments  ac- 
tually yields  less  than  2  per  cent.  This  calcu- 
lation is  based  on  Federal  taxes  only,  and  there 
is  local  taxation  to  be  considered  besides.  Many 
of  the  States  have  income  taxes,  the  maximum 
rate  in  New  York  State  being  3  per  cent. 

It  should  be  understood,  also,  that  the  Treas- 
ury of  the  United  States  faces  the  necessity  of 
doing  an  extensive  amount  of  financing. 
Within  the  next  two  years  short-term  obliga- 


tions aggregating  $7,200,000,000  fall  due  and 
must  be  met  in  the  main  by  refunding  opera- 
tions. While  it  is  true  that  these  operations 
will  not  require  borrowing  in  excess  of  the 
payments  to  be  made,  they  will  involve  an 
increased  demand  for  investment  capital,  in- 
asmuch as  the  banking  institutions  now  carry- 
ing short  Treasury  obligations  will  avoid  the 
long-term  obligations  into  which  conversion 
is  planned.  The  public  market  will  be  affected 
by  the  competition  of  the  Treasury  for  in- 
vestment funds. 

Financial  and  Industrial  Conditions  in  tlie  United 
States 

We  understand  that  it  is  a  common  opinion 
abroad  that  the  wealth  of  the  United  States 
was  greatly  increased  by  the  war,  but  this  is  a 
fallacy.  The  United  States  was  growing  in 
wealth  before  the  war,  and  there  is  good 
reason  for  believing  that  this  growth  was 
checked  rather  than  stimulated  by  the  war. 
It  is  true  that  during  the  first  years  and 
before  entering  the  war  as  a  combatant, 
the  nominal  wealth  of  the  country  in- 
creased very  rapidly,  and  the  real  wealth  also 
increased  at  greater  than  the  normal  rate. 
But  after  the  country  entered  the  war  its  own 
expenditures  were  very  great  and  the  deterio- 
ration of  property  and  loss  of  normal  develop- 
ment was  very  serious.  Moreover,  a  large  part 
of  the  nominal  profits  made  during  the  period 
of  rising  prices  has  been  lost  in  the  period  of 
falling  prices  and  the  country  is  now  experi- 
encing in  idle  industries,  business  depression, 
unemployment  and  bankruptcies,  a  reaction 
which  is  costing  an  amount  that  cannot  be 
measured.  We  are  paying  now  the  natural 
penalty  of  abnormal  prices  and  abnormal 
profits,  and  when  we  are  through  with  it  the 
record  is  likely  to  show,  as  for  every  other 
such  experience,  that  the  balance  is  in  red.  We 
have  a  great  body  of  internal  private  indebted- 
ness represented  in  part  war-financing,  but 
more  largely  speculation  and  extravagance  in- 
duced by  the  rise  of  prices.  Our  people  now 
face  the  necessity  of  liquidating  this  indebted- 
ness with  products  at  low  prices  and  with 
business  stagnant  and  unprofitable. 

High   Interest  Rotes 

These  are  some  of  the  conditions  which  we 
would  like  you  to  understand  in  forming  your 
judgment  upon  what  the  United  States  has 
done  and  may  be  reasonably  expected  to  do  in 
the  way  of  financing  Europe.  You  have  found 
it  necessary  to  pay  high  interest  rates  upon 
your  borrowings  there ;  we  see  the  terms  com- 
mented upon  in  European  papers  as  "extor- 
tionate." But  these  loans  must  be  offered  upon 
the  public  market  and  we  ask  you  to  consider 
that  it  is  useless  to  offer  large  issues  in  any 
market  of  the  world  at  less  than  the  current 


16 


rate  for  good  home  securities  in  the  same 
market  It  is  not  the  fault  of  the  American 
banker  that  interest  rates  are  high ;  it  is  his 
business  to  give  the  best  advice  he  can  as  to 
the  requirements  of  the  market,  and  it  is 
enough  to  say  in  vindication  of  his  advice  in  the 
past  that  the  European  issues  which  have  been 
placed  on  the  American  market  heretofore  may 
be  purchased  to-day  at  an  average  of  practi- 
cally the  original  issue  price.  A  few  are  slightly 
above,  but  more  are  below. 

Widely  Spread  Resources  and  Population  of  the 
United  SUtes 

This  statement  of  conditions  in  America  is 
not  made  for  the  purpose  of  discouragement, 
but  in  order  that  there  may  be  a  good  under- 
standing. The  bankers  and  business  men  of 
the  United  States  who  expect  to  e.xert  them- 
selves actively  to  the  end  that  their  country 
will  come  with  all  the  strength  it  can  summon 
to  the  relief  of  this  world  situation,  want  you 
to  understand  the  conditions  with  which  they 
must  deal.  The  capital  which  the  world  needs 
can  be  largely  supplied  from  the  United  States ; 
the  potentialities  are  there;  but  they  are  scat- 
tered over  a  great  continent  and  in  the  hands 
of  millions  of  people  whose  interest  and  co- 
operation are  necessary.  The  main  body  of 
these  people  live  in  the  interior,  back  from 
the  Atlantic  coast,  some  of  them  as  far  west 
of  New  York  as  New  York  is  west  of  London. 
If  you  should  lay  the  map  of  the  United 
States  upon  the  map  of  Europe  with  New 
York  upon  London,  the  important  city  of  San 
Francisco  would  fall  somewhere  beyond  the 
Ural  Mountains,  over  in  Asia. 

I  mention  this  only  to  show  that,  inevitably, 
these  people  are  more  or  less  provincial  in 
their  outlook,  in  the  sense  that  local  interests 
dominate.  They  are  remote  from  Europe,  and 
their  relations  with  it  are  mainly  indirect. 
It  looks  like  a  long  way  for  them  to  go  to 
invest  money  Arhich  just  now  they  need  very 
much  in  the  management  of  their  own  affairs. 
It  is  a  question  how  far  an  appeal  addressed 
to  them  by  the  business  interests  of  the  eastern 
seaboard  will  move  them,  for  they  do  not  by 
any  means  consider  the  interests  of  the  east- 
ern cities  as  identical  with  their  own.  They 
are  a  people  of  high  intelligence  and  will  re- 
spond eventually  to  the  necessities  of  this 
situation,  as  they  did  to  the  conditions  which 
brought  America  into  the  war;  but  nobody 
can  speak  for  them  but  themselves,  and  the 
very  nature  of  the  situation  is  such  as  to  pre- 
sent difficulties  in  obtaining  from  the  whole 
country  prompt  and  co-ordinate  action.  It 
cannot  be  done  offhand;  it  depends  upon  the 
spread  of  public  sentiment  over  a  great  area. 
You  must  take  America  as  she  is,  and  judge 
her  by  the  conditions  which  make  her  what 


she  is — for  the  same  conditions;  probably  would 
affect  any  other  people  in  like  manner. 

The  Reparations   Agreement  and  Bonds 

America  has  welcomed  the  settlement  of  the 
terms  of  the  Reparations  Agreement,  and  ac- 
cepts the  declarations  of  the  German  Govern- 
ment of  its  purpose  to  pay,  as  made  in  good 
faith.  It  believes  the  terms  to  be  just  and  that 
they  should  be  strictly  carried  out,  so  far  as 
they  prove  to  be  economically  practicable. 
American  financiers,  however,  have  viewed 
with  some  concern  the  statements  emanating 
from  several  countries  to  the  effect  that  the 
Reparation  Bonds  would  be  offered  in  the 
United  States.  From  their  point  of  view  it 
would  be  unfortunate  to  have  them  introduced 
into  that  market  at  least  at  the  present  time. 
In  the  first  place  they  are  five  per  cent  bonds, 
and  the  American  market  at  this  time  is  on  an 
eight  per  cent  basis  for  the  best  of  foreign  se- 
curities. There  is  reason  to  believe  that  the 
German  bonds  would  not  rank  in  that  class. 
Without  raising  any  question  about  the  Ger 
man  purpose  to  pay,  the  undertaking  of  one 
country  to  pay  so  large  a  sum  outside  of  its 
own  borders  and  in  foreign  monies  must  be 
regarded  'as  more  or  less  of  an  economic  ex- 
periment. Its  success  depends  not  only  on 
the  ability  of  Germany  to  export  goods,  but 
upon  the  willingness  of  other  countries  to  im- 
port them.  It  is  impossible  to  say  in  advance 
what  effects  such  a  volume  of  exports  from 
Germany  will  have  upon  world  markets,  or 
what  the  attitude  of  countries  toward  them 
will  be.  It  is  not  clear  even  what  the  attitude 
of  the  countries  receiving  indemnity  will  be 
toward  German  exports. 

Danger  of  Spoiling  the  Market 

Having  regard  for  the  low  interest  rate  as 
compared  with  current  rates  in  the  United 
States,  and  for  other  features  of  the  situation, 
it  is  certain  that  the  Reparation  Bonds  would 
have  to  be  sold  at  a  low  price  to  be  moved  in 
that  market.  If  anything  like  a  competitive 
situation  developed  among  sellers,  with  so 
large  a  possible  supply,  the  market  might  be 
demoralized.  In  short,  it  would  be  easy  under 
the  conditions  to  spoil  the  market  not  only  for 
these  bonds  but  for  foreign  offerings  gener- 
ally, and  seriously  interfere  with  all  efforts  to 
aid  the  European  situation.  Any  experienced 
investment  banker  will  confirm  the  truth  of 
this  statement. 

American  bankers  feel  that  it  would  be  un- 
fortunate to  have  these  bonds  offered  in  a 
market  that  was  not  receptive  to  them,  and 
sold  at  low  prices.  The  countries  receiving 
them  as  indemnity  would  be  disappointed  and 
critical  of  America  for  what  would  be  regarded 
as  extortionate  terms,  and  Germany  probably 
would  be  aggrieved  over  being  compelled  to 
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pay  so  much  more  than  was  actually  realized 
by  the  recipient  countries.  In  all  likelihood  it 
would  be  said  on  all  sides  that  the  United 
States,  which  professed  to  want  no  indemnity 
at  all,  had  found  a  way  to  obtain  the  lion's 
share.  The  prospect  would  seem  to  be  good 
for  the  United  States  to  get  itself  thoroughly 
disliked  in  all  quarters.  We  wish  to  avoid 
getting  into  that  position. 

The  Governmental  Indebtedness 

The  question  of  the  indebtedness  of  the  Allied 
governments  to  the  Government  of  the  United 
States,  amounting  in  the  aggregate  to  approxi- 
mately ?10,000,000,000,  is  another  delicate  sub- 
ject which  we  realize  has  great  interest  for 
many  of  our  associates  in  this  International 
Chamber.  We  are  aware  that  many  people 
think  that  for  various  reasons  there  should  be 
a  cancellation  in  whole  or  in  part  of  this  in- 
debtedness in  connection  with  a  general  read- 
justment between  the  governments  that  were 
associated  in  the  war.  I  have  not  the  time  to 
review  the  arguments  and  no  inclination  to  dis- 
cuss them  in  a  controversial  manner.  There 
is  influential  support  for  the  proposal  in  the 
United  States,  but  candor  would  compel  us  to 
say  that  there  is  no  large  body  of  pronounced 
opinion  in  favor  of  it  at  this  time.  There  is 
not  such  a  body  of  opinion  as  would  justify 
this  delegation  in  giving  any  encouragement 
that  cancellation  will  be  entertained.  It  should 
be  understood  that  the  executive  branch  of  the 
government  of  itself  has  no  power  to  alter  the 
conditions  laid  down  in  the  Act  of  Congress 
granting  authority  for  the  loans.  This  means 
that  nothing  can  be  done  except  by  action  of 
the  Congress,  whose  members  come  directly 
from  the  people  of  all  sections  ol  the  countrj', 
and  it  is  quite  certain  they  will  not  act  in  a 
matter  of  so  much  importance  without  a  defi- 
nite expression  of  consent  and  approval  by 
their  constituents.  At  present  it  must  be  said 
that  the  American  public  is  not  convinced 
either  that  justice  to  its  late  associates  requires 
that  America  should  take  such  action,  or  that 
the  emergency  confronting  the  debtor  coun- 
tries is  so  great  as  to  require  cancellation  in 
order  that  they  may  regain  a  sound  economic 
position. 

Public  Opinion   in  the  United   States 

It  is  true  that  when  a  country  has  declared 
war  its  own  interests  require  that  it  shall  use 
every  resource  at  its  command  to  overcome 
the  enemy  as  speedily  as  possible.  Fighting, 
alone  it  will  do  so,  and  if  it  has  allies  it  natu- 
rally will  withhold  no  aid  that  will  make  their 
efforts  more  effective  to  the  common  advan- 
tage. This  affords  a  basis  for  the  view  that 
each  country  is  impelled  in  its  own  behalf  to 
make  the  largest  possible  contribution,  both 
directly  and  indirectly,  and  that  no  other  meas- 


ure of  the  proper  contribution  of  each  country 
to  the  common  cause  is  practicable.  But  ad- 
mitting that  from  the  day  the  United  States 
entered  the  war  it  was  necessarily  committed 
to  the  full  use  of  its  resources  to  achieve  vic- 
tory, it  remains  true  that  in  order  to  under- 
stand the  view  of  the  American  people  as  a 
body  it  is  necessary  to  consider  the  conditions 
under  which  they  entered  the  war  and  their 
habitual  attitude  toward  European  political  af- 
fairs. They  are  a  great  composite  people,  liv- 
ing a  long  way  from  the  seat  of  the  conflict. 
That  they  should  be  involved  in  a  European 
war  came  as  a  great  surprise  to  them.  They 
had  endeavored  to  avoid  European  entangle- 
ments. They  did  not  feel  that  they  had  any 
responsibility,  historical  or  otherwise,  for  the 
war,  or  that  they  were  as  vitally  related  to  it 
as  the  peoples  of  Europe.  This  does  not  imply 
blame  or  criticism  of  any  of  their  associates, 
but  simply  that  they  considered  themselves 
fortunately  placed  outside  the  area  of  Euro- 
pean controversies  and  entitled  to  the  immuni- 
ties of  their  position.  They  entered  the  war, 
as  they  believed,  for  just  and  righteous  reasons, 
and  cheerfully  made  heavy  expenditures  of  life 
and  money  upon  it,  but  they  have  never  felt 
that  primarily  it  was  their  war,  or  that  there 
was  any  good  reason  why  they  should  assume 
more  than  the  expenses  of  their  own  efforts  ' 
in  it. 

That,  reasoning  may  seem  superficial  and  fal- 
lacious to  people  who  view  the  situation  from 
a  different  position — but  again  we  would  re- 
peat that  the  attitude  of  the  American  people 
probably  is  not  different  from  what  would  be 
the  attitude  of  any  other  people  under  similar 
circumstances.  In  any  event,  as  fellow-dele- 
gates in  this  Congress,  we  feel  the  respon- 
sibility of  describing  conditions  to  you  as  they 
are. 

Mutual    Interests    Require    Postponement   of 
Payments 

On  the  other  hand  it  does  not  follow  from 
this  view  that  the  American  people  have  any 
disposition  to  pursue  a  harsh  and  peremptory 
policy  about  these  loans.  They  have  post- 
poned temporarily  the  claims  for  interest  pay- 
ments, and  at  the  instance  of  the  present  ad- 
ministration a  bill  has  been  introduced  in  the 
Congress  giving  the  Secretary  of  the  Treasury 
plenary  powers  to  extend  the  time  of  payments 
upon  principal  and  interest.  We  believe  that 
public  opinion  in  the  United  States  will  ap- 
prove of  every  act  of  accommodation  that  is 
necessary  to  handle  this  indebtedness  in  such 
manner  that  it  will  not  embarrass  the  debtor 
nations  in  their  recovery  or  inflict  hardship 
upon  them. 

Aside  from  the  disposition  of  the  American 
l)eople  to  follow  this  course  from  motives  of 
friendship  and  consideration  for  their  late  as- 
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sociates  in  arms,  there  are  other  reasons  why 
they  should  do  so,  some  of  which  may  give 
greater  assurance  than  any  statements  from 
this  delegation. 

There  are  economic  reasons  why  the  United 
States  should  not  desire  payments  upon  this 
indebtedness  under  present  conditions.  There 
is  a  natural  equilibrium  in  economic  affairs 
which  all  parties  are  interested  in  maintaining. 
The  United  States  is  a  great  exporting  coun- 
try. With  her  vast  productive  capacity  she  is 
anxious  to  maintain  and  increase  her  exports, 
but  finds  herself  to-day  confronted  in  every  for- 
eign country  by  exchange  rates  which  jiut  her 
at  a  disadvantage  in  the  competition.  If  in 
the  present  state  of  trade  the  United  .States 
should  ask  for  the  payment  of  accruing  inter- 
est upon  these  loans,  and  the  debtor  Govern- 
ments should  go  into  the  markets  and  attempt 
to  gather  up  exchange  to  make  the  payments, 
the  effect  would  be  to  raise  exchange  rates 
on  New  York  still  higher  and  bring  our  ex- 
ports to  a  standstill.  In  short,  the  United 
States,  from  the  standpoint  of  its  own  inter- 
ests, cannot  afford  to  accept  payments  of  either 
principal  or  interest  from  the  debtor  govern- 
ments at  this  time.  It  will  handicap  and  im- 
peril our  own  trade  by  doing  so.  Moreover, 
if  the  time  ever  comes  when  we  can  accept 
such  payments  without  injury  to  our  own 
trade,  by  that  token  the  situation  will  be  such 
that  the  payments  can  be  made  without  hard- 
ship to  the  debtors. 

Practical   Results  of  the  Debtor  and  Creditor 
Relationship 

The  position  of  a  creditor  country  has 
been  reached  very  suddenly  by  the  United 
States,  and  the  perplexities  of  the  situ- 
ation are  largely  due  to  that  fact.  If  the 
development  had  come  in  the  normal  course 
of  trade,  there  would  be  nothing  alarming  in 
the  fact  that  Europe  owes  the  United  States 
$10,000,000,000  or  $15,000,000,000.  Before  the 
outbreak  of  the  war  the  world  owed  Great 
Britain  approximately  $20,000,000,000,  but  that 
indebtedness  was  giving  nobody  any  concern, 
because  Great  Britain  continued  from  year  to 
year  to  re-invest  the  income  largely  in  the 
debtor  countries.  The  fact  is  that  the  debts 
of  the  world  to  Great  Britain,  including  all  of 
its  foreign  investments  in  that  category,  were 
always  growing  and  nobody  ever  raised  a 
question  as  to  how  or  when  they  would 
be  paid  off.  Collectively  they  were  not  ex- 
pected to  be  paid  off,  and  that  suggests  a  ques- 
tion as  to  the  actual  burden  involved  in  a  body 
of  indebtedness  of  which  neither  principal  nor 
interest  ever  is  to  be  actually  paid!  A  credi- 
tor country  under  normal  conditions  is  like  a 
rich  man  who  seldom  reduces  his  investments, 
but  rather  is  always  adding  to  them. 

I  might  go  farther,  and  develop  the  thought 


that  it  makes  very  much  less  difference  than  is 
commonly  thought  where  a  body  of  securities 
is  owned,  provided  the  income  from  them  is 
available  for  investment  wherever  in  the  world 
the  best  opportunities  exist  for  the  develop- 
ment of  industry  and  for  increasing  the  pro- 
duction of  staple  goods  of  world-wide  con- 
sumption. Most  of  the  controversies  over  the 
ownership  of  wealth  are  based  upon  the  as- 
sumption that  nobpdy  gets  any  benefit  from 
wealth  but  the  people  who  hold  title  to  it, 
wTiich,  of  course,  is  a  gross  fallacy.  The  bene- 
fits of  wealth  in  productive  forms  are  diffused 
throughout  society,  scarcelj'  hindered  by  na- 
tional boundaries.  To  a  very  much  greater  ex- 
tent than  we  are  accustomed  to  think  the 
wealth  of  the  world  is  a  common  fimd,  who- 
ever may  hold  the  titles  of  ownership  and 
wherever  it  may  be  located. 

The  Lesson  of  Mutual  Interests 

This  may  seem  to  be  a  kind  of  talk  best  ap- 
preciated by  the  owners  of  wealth  and  by 
the  people  of  a  creditor  country,  but  I  am 
trying  to  point  out  how  the  interests  of  coun- 
tries are  intermingled.  What  I  am  saying 
now  is  intended  as  much  for  our  own  people 
in  the  United  States  as  for  you.  We  want 
to  sell  our  products,  and  we  cannot  sell  them 
in  normal  quantities  and  collect  these  debts 
at  the  same  time,  at  least  under  present 
world  conditions.  Unless  we  handle  this 
indebtedness  with  a  proper  regard  for  the 
trade  upon  which  our  industries  are  dependent 
we  will  lose  more  than  the  debts  amount  to. 
That  is  the  lesson  in  relationships  which  goes 
with  our  new  position  as  a  creditor  country. 
We  are  not  very  clear  about  it  yet,  be- 
cause the  position  is  new  to  us,  but  we  are 
not  slow  to  discover  that  high  exchange  rates 
on  New  York  raise  the  cost  of  all  American 
products  to  foreign  buyers.  This  fact  affects 
every  grower  of  cotton  and  every  producer  of 
grain  and  live  stock  in  the  United  States,  and 
whatever  affects  them  likewise  affects  every- 
body else  in  the  United  States.  I  venture  to 
say  to  you  that  exchange  rates  and  the  prices 
of  international  products  constitute  the  most 
powerful  influence  for  the  dissemination  of 
wholesome  instruction  about  international  re- 
lations that  can  be  exerted.  They  are  teach- 
ing that  the  world  is  one  community  and  that 
prosperity  or  depression  in  any  country  ex- 
erts an  influence  for  prosperity  or  depression 
in  every  other  country. 

Summing  Up 

In  conclusion  and  to  sum  up :  This  dele- 
gation from  America  has  no  commission  to 
make  promises.  It  can  express  only  its  own 
opinions.  It  believes  that  now  the  indemnity 
terms  are  settled,  and  that  peace  and  social 
order  in  Europe  appear  to  be  more  firmly  as- 
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sured  than  at  any  time  since  the  war,  the 
prospects  for  international  co-operation  are 
greatly  improved.  They  are  convinced  for 
themselves  and  believe  that  the  American 
people  are  generally  impressed  that  there  will 
be  no  prosperity  in  our  own  country,  no  mar- 
kets for  our  own  products,  until  international 
trade  is  again  flowing  in  accustomed  channels. 
The  importing  countries  desiring  credit  must 
do  their  part :  they  must  supply  the  best  basis 
for  credit  they  can  oflFer,  remembering  that 
those  of  us  in  the  United  States  who  desire  to 
work  with  them  are  obliged  to  go  out  to  the 
public  market  and  find  the  money  with  which 
to  pay  for  the  things  that  are  wanted.  The 
bankers  who  handle  the  securities  must  com- 
ply with  the  conditions  of  the  market,  and 
they  must  be  able  to  offer  securities  they  can 
recommend. 

Finally,  the  needs  of  Europe  should  be  pre- 
sented in  definite  form.  There  should  be  some- 
thing like  a  general  survey  in  each  country  to 
determine  what  is  wanted,  and  what  is  most 
wanted,  in  order  to  restore  the  productive  ca- 
pacities of  the  country.  If  it  is  agricultural 
implements,  a  list  should  be  made  of  the  num- 
ber of  ploughs,  harvesting  machines,  or  what- 
ever it  may  be:  if  it  is  breeding  stock,  a  list 
should  be  made:  if  it  is  railroad  equipment,  a 
list  should  be  made:  if  it  is  cotton  or  copper 
or  other  raw  materials,  lists  should  be  made, 
and  forwarded  through  the  proper  channels, 
together  with  a  statement  of  the  security  that 
will  be  offered.  Then  it  will  be  up  to  the  busi- 
ness organizations  of  the  United  States  to  call 
together  representative  people  in  the  indus- 
tries directly  concerned,  and  see  what  can  be 
done.  There  is  good  reason  to  believe  that 
steps  taken  in  this  orderly  manner  will  lead  to 
practical  results.  The  situation  is  beset  with 
difficulties,  but  the  people  of  the  United  States 
have  lost  enough  in  the  last  year  by  a  shrink- 
age in  the  value  of  their  products  and  by  idle- 
ness in  their  industries,  to  have  supplied  every- 
thing that  Europe  has  needed  for  the  restora- 
tion of  her  industrial  life.  Moreover  these 
losses  are  continuing  and  will  continue  until 
normal  trade  is  re-established.  This  fact  con- 
stitutes a  reproach  to  organized  society,  and 
there  is  reason  to  believe  that  when  the  situa- 
tion is  fully  comprehended  a  way  to  correct  it 
will  be  found. 


Domestic  Branches  of  The  National 

City  Bank. 

The  attention  of  the  officers  of  The  National 
City  Bank  of  New  York  has  been  called  to  the 
fact  that  the  announcement  of  the  opening  of 


the  bank's  branches  in  New  York  has  created 
the  impression  in  some  quarters  that  the  Na- 
tional Banking  Laws  have  been  amended  so 
as  to  permit  national  banks  to  establish 
branches.    This  is  not  the  case. 

The  National  City  Bank  recently  consoli- 
dated with  the  Commercial  Exchange  National 
Bank.  The  Commercial  Exchange  National 
Bank  was  originally  organized  as  a  state  in- 
stitution and,  as  such,  established  several 
branches  in  the  City  of  New  York.  When  it 
was  converted  to  a  national  bank  it  was  per- 
mitted under  the  law,  to  continue  to  operate 
branches  established  prior  to  that  time  and 
upon  its  consolidation  with  The  National  City 
Bank,  all  of  its  rights  passed  to  t;he  consoli- 
dated bank,  including  the  right  to  maintain 
branches  established  before  that  time. 

It  was  through  this  consolidation  and 
not  by  reason  of  any  change  in  the  law, 
that  The  National  City  Bank  was  permitted 
to  open  New  York  City  branches.  Several 
national  banks  are  operating  branches  ac- 
quired in  the  same  way.  Perhaps  the  most 
notable  case  of  a  national  bank  with  branches 
is  that  of  the  "Bank  of  California,  National  As- 
sociation," which  has  branches  that  date  back 
almost  to  the  establishment  of  the  national 
banking  system. 

Discount  Rates. 


Rates  on  paper  dsicounled  for  member  banks  approved  by 
the  Federal  Reserve  Board  and  in  effect  July  27,  1921. 


FedenU  ReMfv* 


Piper  mnrlnr  vitUo  90  diyt 


TrcasBry 
ccTtumn  tH 
iBdcbKdnm 


Llbcitr 

bomU 

and 

victory 


Boston  6H              6H        B%6%..  6H 

New   York  ....         5%               6%         6V4  6V4     5H  S^ 

Philadelphia  ..         6H               6M         5H  6%     6H  6H 

Cleveland    6                    6             6       6         6  6 

Richmond  6                   6-666  6 

Atlanta    6                  6             6       6         6  6 

Chicago  6                  6             6V4«V46  6Vi 

St.    LKjuis    6                  6            6       6         6Vi  6 

Minneapolis  ..6                  6            6Vi  6Vi     6  6^ 

Kansas  City  ..6                  6             6       6         6  6 

Dallas    6                  6            6       6         6  6 

San  Francisco        6H              5^        6H  6V4     6%  6H 

The  system    of    progressive   rates,    based   upon   the 

amount  of  rediscounts  for  each  member  bank,  which 

has  been  In  force  at  the  Kansas  City  Reserve  Bank, 
has  been  discontinued. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 
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That  GRATIFYING  Moment 

THRIFT  and  the  rewards  of  thrift  find  expres- 
sion  in    the  act  of  cutting   the   coupons   from 
your  carefully  chosen  bonds. 

At  present  prices  the  liberal  yield  from  high-grade 
bonds  appeals  to  the  foresight  of  men  who  habitu- 
ally think  ahead. 

On  our  Current  Purchase  Sheet  you  will  find  a 
wide  range  of  securities  investigated  with  pains- 
taking care — from  which  you  may  make  desirable 
selections.      Sent  on  request  for  B-166 


The   National   City  Company 

National  City  Bank  Building,  New  York 

Offiett  in  worv  then  50  eitin 
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Economic  Conditions 
Governmental  Finance 
United  States  Securities 


General  Business  Conditions. 

THE  general  situation  in  business  has 
changed  little,  with  business  in  Au- 
gust quiet.  The  bad  earnings  state- 
ments of  industrial  companies  and 
numerous  dividend  suspensions  cre- 
ated a  pessimistic  atmosphere  in  financial  cir- 
cles. The  American  Sugar  Refining  Company, 
with  30,000  stockholders  and  a  steady  dividend 
record  for  thirty  years,  found  it  advisable  in 
the  face  of  conditions  in  the  sugar  business  to 
discontinue  dividend  disbursements.  The  bal- 
ance sheet  of  the  Central  Leather  Company  for 
June  30  shows  a  profit  and  loss  deficit  of  $6,- 
040,896,  which  compares  with  a  surplus  on 
March  31,  1920,  of  $.'50,640,498,  a  shrinkage  of 
assets  in  15  months  of  $.'56,681,394.  Instances 
like  these  indicate  the  havoc  that  the  fall  of 
prices  has  wrought  among  the  industrial  com- 
panies. The  common  stock  of  the  former  com- 
pany has  sold  down  from  a  high  of  118f^  last 
year  to  under  60  last  week,  and  the  common 
stock  of  the  latter  from  104;V4  last  year  to  2234- 
If  the  farmers  who  think  they  are  the  only 
sufferers  from  falling  prices  knew  the  facts 
about  the  losses  of  manufacturing  and  trading 
companies  they  would  be  less  unhappy  about 
their  own.  There  has  been  misery  enough  to 
go  all  around. 

The  weakness  of  the  whole  list  of  stocks, 
notwithstanding  the  relaxation  of  credit  con- 
ditions, has  been  indicative  of  little  confidence 
in  early  business  revival.  The  bond  market 
last  month  was  not  so  buoyant  as  in  July,  but 
showed  good  strength. 

Bank  clearings  have  been  running  about  26 
per  cent  below  those  of  a  year  ago,  which  in 
view  of  the  fall  of  prices  is  a  remarkably 
good  showing.  Railway  traffic  has  been  helped 
by  the  big  grain  movement,  but  car-loadings 
are  about  20  per  cent  below  last  year.  The 
earnings  are  making  a  better  showing,  due  to 
the  crop  movement. 

Iron  and  Steel 

The  industries  are  very  quiet,  with  a  few 
exceptions.  There  is  said  to  be  a  little  more 
activity  in  iron  and  steel,  but  the  past  month 
has  seen  further  reductions  both  in  wages  and 
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prices.  Under  the  latest  wage  scale  adopted 
by  the  United  States  Steel  Corporation  un- 
skilled labor  on  the  basis  of  a  ten-hour  day  will 
receive  $3  per  day,  which  is  50  per  cent  above 
the  wage  paid  at  the  beginning  of  1915,  but 
about  40  per  cent  below  the  wages  paid  on 
February  1,  1920,  when  laborers  were  receiv- 
ing $5.06  for  a  ten-hour  day.  The  high  rate 
was  153  per  cent  above  the  1915  level. 

The  following  table  shows  wages  of  un- 
skilled labor  after  each  advance  in  wages  since 
1915,  the  percentage  of  each  advance,  and  the 
cumulative  advantage  of  each,  together  with 
statistics  for  the  last  three  adjustments: 

Wages  Per  P.  C. 

10-Hr.  Cent.           Ad'e  Over 

Day.  Advance.  '15  Rate. 

1915    J2.00  

Feb.      1,  1916 2.20  10.0  10.0 

May      1.  1916 2.B0  13.6  25.0 

Dec.     15,  1916 2.75  10.0  S7.5 

May      1,  1917 3.00  9.0  60.0 

Oct.       1,  1917 8.30  10.0  65.0 

Apr.    16.  1918 „ S.80  16.0  90.0 

Aug.      1,  1918 4.20  10.6  110.0 

Oct.       1,  1918 4.62  10.0  131.0 

Feb.       1.  1920 6.06  10.0  153.0 

May    16,  1921 4.05  •20.0  102.5 

July    16.  1921 3.70  p.5  85.0 

Aug.    29.  1921 8.00  *n.9  60.0 

'Reduction.  tElimination  of  time  and  a  half  for 
overtime  work  over  eight  hours. 

Textile    Industries   ActTve 

The  textile  industries  as  a  group  are  an  ex- 
ception to  the  general  situation.  This  is  par- 
ticularly true  in  cotton  goods,  which  have  blos- 
somed out  into  something  resembling  a  real 
boom.  The  explanation  apparently  is,  that,  in 
the  first  place,  owing  to  the  long  curtailment  of 
production  and  the  cautious  attitude  of  buyers, 
dealers'  stocks  have  been  low;  and  in  the  sec- 
ond place,  the  very  unfavorable  reports  con- 
cerning the  new  cotton  crop  have  convinced 
the  trade  that  prices  will  not  be  lower  either 
for  raw  cotton  or  cotton  cloth.  This  imparted 
confidence  and  prompted  buying  in  sufficient 
quantities  to  start  prices  upward.  The  mills 
are  well  sold  up  for  the  immediate  future,  and 
in  some  lines  until  next  Spring.  Foreign 
orders  have  been  received  in  sufficient  quan- 
tities to  help  the  revival. 


Thn..  ilo.iri'ncr  thin  \ .MtfT  Mmt  them  reffularlv  will  receive  it  without  charge  UDon  aDplication_ 


The  woolen  goods  trade  also  is  in  very  sat- 
isfactory condition,  with  prospects  good  for 
the  rest  of  the  year.  The  silk  industry  has  im- 
proved very  much  since  the  first  of  the  year, 
and  is  operating  at  50  to  60  per  cent  of  ca- 
pacity, but  in  this  connecPion  it  should  be  re- 
membered that  capacity  has  been  much  ex- 
panded in  recent  j-ears. 

The  Grain  Cropt 

The  grain  crops  are  not  quite  up  to  last  year, 
having  suflfered  injury  under  the  heat  and  dry 
weather  of  July.  In  the  United  States  and 
Canada  late  estimates  make  the  total  yield 
about  the  same  as  last  year,  with  the  former 
country  a  little  under  and  the  latter  a  little 
over  last  year's. 

Owing  to  the  emergency  customs  duty  of 
35  cents  per  bushel  it  is  probable  that  less 
Canadian  wheat  will  come  into  this  country 
than  last  year,  but  as  much  of  the  Spring 
whQ»t  grown  in  the  Minneapolis  territory  is  of 
poor  quality  it  will  be  necessary  for  the  mills 
to  bring  in  considerable  for  mixing  purposes, 
to  maintain  the  grade  of  their  flour.  The 
tariff  will  add  to  the  cost  of  flour  to  that  ex- 
tent, and  recent  statements  at  Washington 
again  raise  the  question  whether  this  tariff 
really  does  anybody  any  good. 

Thus  Mr.  J.  R.  Howard,  President  of  the 
American  Farm  Bureau  Federations  in  a  state- 
ment before  the  Interstate  Commerce  Com- 
mission in  behalf  of  a  reduction  of  freight 
rates  on  grain,  is  quoted  in  the  Washington 
dispatches  as  follows: 

J.  R.  Howard,  president  of  the  American  Farm 
Bureau  Federation,  said  that  prices  on  grain  were 
fixed  where  the  surplus  accumulates,  usually  in  Liver- 
pool, and  that  this  price,  less  commission,  and  the 
cost  of  transporting  the  grain  to  the  points  where 
the  prices  are  made  was  what  the  producer  received. 
Therefore,  he  added,  any  increase  or  decrease  In 
freight  rates  was  felt  directly  by  the  farmer. 

This  is  so  much  like  what  was  said  in  these 
columns  last  Fall  when  the  movement  for 
putting  a  duty  upon  wheat  was  started,  that 
we  feel  justified  in  referring  to  it.  We  said 
then  that  Kansas  City,  Chicago,  Minneapolis, 
Winnipeg  and  other  world  markets  moved  to- 
gether, affected  by  common  influences,  and 
that  so  long  as  this  country  and  Canada  were 
both  exporting  largely  to  Liverpool,  prices  in 
both  countries  would  be  approximately  the 
same ;  and  that  if  all  Canadian  wheat  went  to 
Liverpool  it  would  compete  with  our  wheat 
and  take  the  place  of  our  wheat  as  truly  as 
though  it  came  into  this  market.  As  a  matter 
of  fact  all  that  the  new  tariff  has  done  to  Can- 
adian wheat  has  been  to  cnuse  it  to  move  to 
the  seaboard  over  Canadian  railways  and 
through  Canadian  ports,  instead  of  moving  in 
part  over  our  railways  and  through  our  ports. 
It  has  the  further  effect,  however,  of  disturb- 
ing exchange  relations,  and  of  producing  irri- 


tation between  this  country  and  our  friendly 
neighbor,  who  is  our  best  trade  customer. 
And  this  is  the  way  legislation  intended  to 
control  economic  conditions  usually  works  out. 

Wheat  Situation 

The  wheat  movement  in  this  country  is  in 
marked  contrast  with  that  of  last  year.  Five 
of  the  big  railroads  in  Kansas  moved  three 
times  as  much  wheat  in  July  this  year  as  in 
July  last  year,  and  receipts  at  all  primary  mar- 
kets since  the  beginning  of  the  new  crop  year 
have  been  about  double  those  of  last  year. 

The  rapid  marketing  has  made  a  heavy  load 
for  the  speculative  market  to  absorb,  just  at 
a  time  when  the  speculator  has  been  in  greater 
disfavor  than  ever,  and  the  market  for  the 
September  and  later  deliveries  is  downi  about 
25  cents  per  bushel  from  the  top.  Although 
the  future  markets  are  not  below  the  spot 
market,  as  they  were  last  year,  they  are  not 
enough  above  to  yield  a  carrying  charge. 

The  general  situation  as  to  wheat  is  good. 
Unlike  that  of  last  year,  domestic  stocks  of 
flour  are  small  and  the  millers  are  buying  grain 
freely.  The  world  situation  is  closely  bal- 
anced, Broomhall  estimating  European  require- 
ments at  about  the  same  as  last  year.  If  any- 
thing should  go  wrong  with  the  crops  in 
Argentina  and  Australia,  wheat  might  go  con- 
siderably higher. 

The  corn  crop. is  about  200,000,000  bushels 
under  last  year's,  but  is  around  3.000,000,000 
bushels,  and  the  carry-over  from  last  year  is 
very  large."  The  oat  crop  is  poor,  but  there 
also  the  carry-over  is  large.  Prices  of  corn  and 
oats  in  Chicago  are  below  those  of  any  year 
since  1906,  and  with  higher  freight  charges 
from  the  local  shipping  points  this  means  still 
greater  declines  have  occurred  in  producers' 
prices. 

The  Cotton  Crop 

The  situation  of  the  cotton  crop  would  sig- 
nify disaster  in  normal  times.  The  acreage 
was  reduced  about  25  per  cent,  and  now  the 
condition  of  the  crop  forecasts  a  low  yield  per 
acre.  The  carry-over  is  unusually  large,  and 
all  interests  in  the  South  have  been  wanting 
a  short  crop,  calculating  that  the  gain  in  price 
upon  the  carry-over  would  compensate  for 
the  loss  on  this  year's  yield.  The  statistician 
of  the  New  Orleans  Cotton  Exchange  calcu- 
lates the  total  carry-over  of  all  kinds  at 
9,194,000  bales,  but  about  2.100,000  bales  of 
this  is  held  abroad,  and  much  of  the  domestic 
stock  is  of  low  grade,  carried  over  from  pre- 
vious years.  The  present  talk  in  the  trade  is 
that  the  new  crop  will  not  make  over  7,000,000 
to  7,500,000  hales,  and  that  when  allowance  is 
made  for  mill  stocks  and  time  required  to  get 
the  1922  crop  upon  the  market,  the  supplies  for 
the  coming  year  will  not  equal  a  normal  year's 
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consumption,  although  probably  sufScient  to 
meet  the  world's  demand  if  this  remains  at  the 
present  low  level  throughout  the  year. 

In  curtailing  the  acreage  in  cotton  the 
Southern  farmers  have  increased  their  acreage 
in  the  grains,  particularly  corn,  and  will  have 
a  much  better  supply  of  home-grown  food- 
stuffs for  man  and  animals  during  the  com- 
ing year  than  has  been  usual  in  the  past.  That 
this  is  following  a  sound  economic  policy 
hardly  can  be  questioned,  but  it  will  have  the 
effect  this  year  of  making  the  northern  farmer 
pay  more  for  his  cotton  goods  and  get  less  for 
his  grain  and  Hve  stock.  It  is  another  reper- 
cussion of  the  fact  that  the  rest  of  the  world 
is  not  able  to  buy  clothing  as  usual. 

Live  Stock 

The  live  stock  markets  had  a  good  recovery 
in  July,  but  lost  nearly  all  of  it  in  August.  An 
undesirable  feature  of  the  situation  is  the  light 
movement  of  feeders  and  stock  cattle  from  the 
central  markets  to  the  farms.  There  is  a 
great  amount  of  feed  of  all  kinds  in  the 
Western  country,  and  for  this  reason  the 
movement  of  young  and  unfinished  cattle  to 
the  slaughter  pens  is  to  be  regretted.  The 
$50,000,000  cattle  fund  was  subscribed  by  bank- 
ers to  take  care  of  this  situation,  and  is  being 
put  to  this  use.  Already  reports  are  coming 
to  the  effect  that  the  market  for  cows  and 
young  stock  is  being  supported  and  stabilized. 
The  loosening  up  of  the  credit  situation  which 
has  resulted  from  the  large  wheat  movement 
has  put  many  farmers  in  position  to  buy  feed- 
ers, and  the  decline  of  prices  for  both  feeders 
and  corn  puts  the  business  of  fattening  cattle 
on  a  sounder  basis  than  it  has  been  for  several 


years. 


Demand  for  Money 


The  demand  for  new  money  is  light.  While 
the  boom  was  on  and  the  tendency  of  prices 
was  upward,  money  was  in  constantly  increas- 
ing demand,  for  no  matter  what  profits  bor- 
rowers made  nobody  wanted  to  use  any  of 
them  for  so  uninteresting  a  purpose  as  paying 
debts.  That  situation  has  changed.  While 
the  low  prices  are  making  money  tight,  the  de- 
mand is  for  the  purpose  of  paying  old  debts. 
The  people  now  have  their  minds  fixed  on 
getting  out  of  debt. 

The  Interior  More  Clieerful 

Notwithstanding  the  many  discouraging 
factors  in  the  situation,  reports  from  over  the 
country  indicate  that  pessimism  is  less  intense 
than  earlier  in  the  year.  The  crop  has  been 
made  upon  very  low  expenditures.  The  farmer 
has  gone  resolutely  at  the  task  of  reducing 
production  costs,  and  in  so  doing  has  set 
an  example  to  all  the  industries.  In  the  wheat 
country  an  important  amount  of  debt-reduction 


is  going  on,  and  throughout  all  the  agricultural 
sections  the  body  of  indebtedness  will  be  re- 
duced this  Fall.  People  begin  to  feel  better 
as  they  see  their  debts  go  down,  but 
they  will  not  feel  that  conditions  are  right, 
nor  be  in  position  to  resume  normal  buying, 
until  the  prices  and  wages  which  they  have 
to  pay  have  come  down  to  correspond  with 
the  prices  of  their  own  products.  And  for  this 
nobody  can  blame  them. 

What  Is  Elasticity? 

At  a  "Southern  Merchants'  Retail  Confer- 
ence" held  in  Richmond  on  August  17,  the  pre- 
siding officer  is  quoted  as  declaring  that  the 
Federal  Reserve  system  "had  no  more  elasticity 
than  a  section  of  a  railroad  track."  The  gentle- 
man apparently  overlooked  the  fact  that  the 
total  bills  discounted  of  the  twelve  reserve 
banks  increased  from  approximately  $100,000,- 
000  in  the  first  week  of  April,  1917,  when  the 
United  States  entered  the  war  to  $2,171,760,000 
on  November  8,  1918,  the  date  of  the  statement 
nearest  to  the  Armistice,  and  then  increased  to 
$3,126,594,000  on  November  5,  1920.  Nor  does 
he  take  account  of  the  fact  that  the  reserve 
bank  of  the  Richmond  district  is  now  borrow- 
ing an  important  sum  of  the  reserve  bank  of 
the  New  York  district  to  supplement  the  form- 
er's own  resources.  Evidently  this  gentle- 
man's idea  of  elasticity  is  simply  an  endless 
capacity  to  stretch. 

Unemployment  and  Wages. 

It  is  a  deplorable  fact  that  a  great  amount 
of  unemployment  exists  at  this  time  in  the 
United  States,  and  it  is  evident  that  the  loss  of 
wages  is  not  only  a  serious  matter  to  the  in- 
dividuals deprived  of  their  incomes,  and  the 
families  dependent  upon  them,  but  constitutes 
a  loss  of  purchasing  power  which  is  an  im- 
portant factor  in  the  general  depression. 

The  monthly  estimates  by  United  States 
Employment  Service  of  the  Department  of  La- 
bor have  indicated  an  increasing  number  of 
people  out  of  work  throughout  this  year. 
The  estimate  for  August  1  indicates  a  decline 
in  the  number  of  employed  as  compared  with 
the  same  date  last  year  of  5,700,000.  This 
does  not  allow  for  the  number  who  have  found 
employment  in  industries  not  reporting,  which 
undoubtedly  is  considerable,  or  does  it  include 
the  persons  who  are  working  only  part  time. 

The  following  calculation  shows  the  number 
of  workers  employed  in  certain  leading  indus- 
tries in  June,  1921,  with  the  number  employed 
in  identical  establishments  in  June,  1920,  and 
also  comparing  the  pay  roll  totals  for  the  two 
months.  In  both  cases  the  figure  100  repre- 
sents the  June,  1920,  basis : 
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Workara  Anount  of 

BSmployed  Payroll 

June,  '21  June,  'SI 

Iron  and  Steel  „_____._ — S9.6  — 65.0 

Automobiles    „         — J7.6  — M.7 

Car   Bulldlns  and  Repalrlns.«        — 41.<  — <8.4 

Cotton  Manufacturins  ».„—.»        —  0.4  — 2t.l 

Cotton  Klnlahlns  _>        —  0.<  — 18.< 

Hosiery  and   Underwear  ....„„_        — 20.8  — 88.8 

Woolen   ™ 4-  S.»  +  8.8 

Silk  —  6.B  — 1S.4 

Men's  Clothlns „_        —12.8  — 21.t 

Leather  ~ ~. _>        —28.2  — 40.« 

Boou  and  Shoes  -_»„^        —18.1  —18.7 

Paper   Making   _.„.„.._»        —84.8  — 47.7 

CIvar  Manufacturinc  - .»..        —  0.6  — 14.0 

Coal   (bituminous)   ..- —  4.8  — 21.6 

The  Industrial  Commission  of  the  State  of 
Wisconsin  in  Bulletin  No.  10  presents  the  re- 
sults of  a  canvass  of  211  establishments  in  that 
state,  employing  at  this  time  56,000  workers, 
or  about  one-third  of  the  present  number  of 
factory  employes  in  the  State.  It  finds  that 
the  decline  in  number  of  workers  since  July, 
1920,  is  37.1  per  cent  and  that  the  total  reduc- 
tion in  pay  rolls,  including  that  due  to  wage- 
cuts  as  well  as  unemployment,  is  48.4  per  cent. 
Average  weekly  earnings  for  those  employed 
were  about  23  per  cent  below  the  peak,  which 
was  reached  in  August,  1920,  and  about  the 
same  as  in  the  first  quarter  of  1919.  The  Com- 
mission calculates  that  the  cost  of  living  had 
declined  21  per  cent  July  1,  1920,  and  is  now 
about  the  same  as  it  was  in  the  closing  months 
of  1918. 

The  report  of  the  New  York  State  Indus- 
trial Commission  on  conditions  in  this  state  in 
June  shows  a  decline  of  28  per  cent  in  employ- 
ment since  the  peak,  March,  1920,  and  an  aver- 
age decline  of  II  per  cent  in  earnings  of  per- 
sons employed. 

The  Relation  of  Wages  to  Prosperity 

The  foregoing  statements  furnish  evidence 
enough  that  the  present  state  of  unemploy- 
ment is  a  matter  of  very  grave  public  concern, 
and  that  up  to  this  time  it  has  been  growing 
worse  rather  than  better.  The  longer  people 
are  out  of  work  the  more  serious  the  situation 
naturally  becomes.  As  they  draw  upon  their 
savings  and  exhaust  their  credit,  their  pur- 
chases are  reduced,  with  the  result  that  con- 
sumption continues  to  decline,  throwing  more 
people  out  of  employment  and  intensifying  the 
depression.  The  unfavorable  effects  are  cumu- 
lative until  a  stage  is  reached  where  the  de- 
mand for  goods  and  labor  begins  to  increase, 
and  from  there  on  the  favorable  influences 
are  cumulative  until  a  general  state  of  em- 
ployment and  prosperity  is  reached.  Every- 
body is  losing  money  while  business  is  on  the 
down  grade.  The  earnings  of  capital  as  well 
as  of  labor  fall  off,  and  many  investments  are 
lost  or  put  in  jeopardy.  There  is  a  common 
interest  in  knowing  the  conditions  that  must 
be  reached  before  improvement  may  begin. 


Labor  leaders  are  laying  emphasis  upon  the 
importance  of  keeping  up  wages  as  a  means  of 
maintaining  consumption,  and  their  argument 
is  based  in  part  upon  sound  principles.  It 
is  true  that  the  ability  of  each  individual  to 
buy  depends  upon  what  he  receives  for  his 
own  services.  That  is  a  point  of  agreement 
from  which  all  may  start  in  an  inquiry  into  the 
situation. 

The  whole  industrial  organization  is  essen- 
tially co-operative.  It  does  not  sell  outside  of 
itself;  it  effects  an  exchange  of  services,  and 
anything  that  suddenly  changes  the  basis  upon 
which  the  exchanges  are  made  interferes  with 
them  and  slows  down  industry. 

The  Fanner  as  a  Factor  in  the  Nation's 
Prosperity 

The  plea  of  the  labor  leaders  against  a  re- 
duction of  wages  would  be  sound  if  wages 
were  being  reduced  below  the  level  of  prices 
ruling  for  the  products  of  labor,  or  below  the 
general  compensation  of  the  great  body  of 
workers   outside  of  their  own   organizations. 

The  trouble  at  the  present  time  is  that  what 
the  labor  leaders  are  protesting  against  has 
already  happened  to  more  than  one-half  the 
workers  of  this  country.  These  leaders  are 
trying  to  maintain  the  pay  of  a  minority,  at 
the  expense  of  the  majority. 

The  farmers  and  producers  of  practically  all 
primary  products  and  raw  materials  have 
taken  reductions  of  approximately  one-half  the 
value  of  their  products.  The  prices  of  their 
products  are  back  to  the  pre-war  level.  They 
have  lost  a  great  proportion  of  the  purchasing 
power  they  have  been  using  in  recent  years, 
and  the  market  for  the  services  of  all  the 
workers  who  have  been  supplying  them  has 
been  curtailed  accordingly.  This  is  the  funda- 
mental cause  of  the  unemployment  which  has 
spread  over  this  country  in  the  last  year,  since 
cotton,  corn,  oats,  live  stock,  rice,  wool,  hides, 
dairy  products,  flax  seed,  the  principal  metals 
and  other  primary  products  began  to  fall.  It 
is  true  that  as  factory-workers  and  others 
were  thus  forced  out  of  employment  the  evil 
effects  have  been  increased,  but  the  original 
impulse  and  the  main  influence  comes  from 
this  great  body  of  people  who  extract  wealth 
directly  from  nature  and  who  are  largely  de- 
pendent upon  world  markets. 

Moreover  there  is  no  prospect  of  a  recovery 
of  farm  products  to  the  levels  of  war  time. 
Doubtless  they  are  now  unduly  depressed  and 
will  swing  back  to  a  normal  level  with 
improvement  in  general  conditions,  but  any 
expectation  that  they  will  recover  to  the  war 
level,  or  to  the  present  general  level  of  wages 
and  manufactured  goods,  is  wholly  unwar- 
ranted. The  sooner  war-time  prices  and  wages 
are  forgotten  the  better.  They  are  not  normal 
in  times  of  peace. 


The  Equilibrium  in  Industry 

Moreover,  the  essential  thing  is  not  the  gen- 
eral level  of  all  wages  and  prices,  but  right  re- 
lations between  wages  and  prices,  and  between 
the  different  groups  of  producers,  so  that  they 
can  trade  with  each  other.  The  farmers  have 
nothing  but  the  products  of  their  labor  and 
of  the  soil  with  which  to  buy  the  products 
of  the  other  industries.  They  will  give  their 
products  as  far  as  they  will  go,  but  there  their 
buying  ends.  Whatever  affects  any  gfreat 
group  of  consumers  and  throws  industry  out 
of  balance,  so  that  the  normal  exchanges  are 
disturbed,  and  normal  consumption  is  cur- 
tailed, is  bound  to  affect  trade,  industry,  trans- 
portation, banking  and  every  kind  of  business 
unfavorably.  Nobody  gains  by  it;  everybody 
loses  by  it. 

The  labor  leaders  overlook  another  fact, 
which  is  that  the  aggregate  of  wage-payments 
has  been  reduced  already,  and  the  loss  in  con- 
suming power  on  the  side  of  the  wage-earners 
which  they  wish  to  avoid  has  already  taken 
place.  The  problem  now  is  to  equalize  it,  and 
find  compensation  for  it  in  lower  prices  for 
what  the  wage-earners  consume. 

The  wage-earners  as  a  class  are  interested 
in  the  restoration  of  the  normal  state  of  bal- 
ance, in  which  all  of  them  can  be  steadily  em- 
ployed. It  is  not  to  their  advantage  to  have 
wage  rates  so  high  that  large  numbers  of 
workers  cannot  have  employment,  or  can  have 
it  only  part  of  the  time.  It  is  unfair  and  op- 
pressive to  the  consumers  who  are  obliged  to 
curtail  their  purchases,  and  without  benefits  to 
the  wage-earners  as  a  whole.  It  is  not  even 
beneficial  to  those  who  are  so  fortunate  as  to 
have  employment,  for  it  keeps  the  cost  of 
living  to  them  above  the  natural  level.  It  is 
an  artificial  situation  which  cannot  be  perma- 
nently maintained. 

The  Public  the  Real  Employer 

There  are  several  misconceptions  of  the 
wage  question  which  appear  persistently  in 
everyday  discussion.  One  is  the  common  as- 
sumption that  wages  are  an  issue  between  em- 
ployers and  employees,  with  nobody  else  in- 
volved. Of  course  the  public  is  the  real  pay- 
master, and  in  the  last  analysis  the  public  is 
composed  chiefly  of  the  wage-earners  them- 
selves. Whatever  they  do  to  the  public  they 
do  to  themselves.  The  employer  is  simply 
an  intermediary  who  plays  a  useful  part  by 
organizing  industry  and  undertaking  to  pay  a 
fixed  wage,  but  unless  he  gets  full  reimburse- 
ment from  the  public  he  is  soon  out  of  busi- 
ness. 

Another  common  mistake  is  that  which  lays 
all  emphasis  upon  money  wages.  The  value 
of  money  is  in  what  it  will  buy.  The  stand- 
ard of  living  is  not  fixed  in  the  wage  scale;  it 
consists  of  a  certain  standard  of  comfort,  cer- 


tain supplies  of  consumable  goods.  The  real 
compensation  of  the  worker  for  his  own  labor 
comes  in  the  products  and  services  of  others. 

While  prices  were  advancing  the  labor  lead- 
ers were  quick  to  claim  that  money  was  noth- 
ing but  a  medium  of  exchange  and  did  not 
represent  their  real  compensation.  They  in- 
sisted upon  wage  increases  to  compensate  for 
loss  of  purchasing  power,  and  got  them. 

Now  the  situation  is  reversed.  The  farmer 
is  in  the  same  situation  that  they  were  then. 
His  purchasing  power  has  fallen  off,  and  his 
standard  of  living  has  been  lowered.  The 
labor  leaders  are  not  fighting  to  defend  their 
own  standard  of  living,  but  to  raise  it  per- 
manently at  the  expense  of  the  farmer.  That 
may  not  be  their  deliberate  intention,  but  it 
is  the  effect  of  what  they  are  trying  to  do. 
Moreover,  the  full  effect  is  not  beneficial  even 
to  the  wage  earners,  for  it  disrupts  the  ex- 
changes and  paralyzes  industry. 

Wages  As  a  Factor  in  Prices 

It  is  a  common  saying  that  wages  should  not 
come  down  until  the  cost  of  living  comes  down 
— that  wages  should  follow  rather  than  lead 
in  the  decline.  This  is  correct  to  the  extent 
that  wages  are  not  themselves  the  cause  of 
the  high  prices.  But  it  is  important  to  bear 
in  mind  that  the  "cost  of  living"  is  not  a  thing 
by  itself.  It  consists  of  the  compensation  of 
all  the  people  who  do  anything  for  us.  One 
man's  wage  is  another  man's  cost  of  living. 
The  two  things  cannot  be  discussed  separately. 

One  of  the  recent  attempts  to  lower  wages 
was  by  the  meat  packing  companies,  who  are 
operating  under  an  arbitration  agreement  with 
their  employees.  The  companies  recently 
asked  a  reduction  of  5  cents  per  hour,  and  the 
Arbitrator,  Judge  Alschuler,  after  reviewing 
the  situation,  rendered  an  adverse  decision. 
His  opinion  describes  conditions  that  are  il- 
lustrative of  the  general  industrial  situation. 

Wages  in  the  Packing  Industry 

In  1914  the  common  labor  rate  in  the  pack- 
ing houses  was  17J^  cents  per  hour,  with  a  10 
hour  day.  By  the  last  of  1917  the  rate  had 
been  advanced  by  the  companies  to  27J^  cents. 
Early  in  1918  the  industry,  in  the  important 
centers,  passed  under  government  supervision, 
and  wage  rates  since  have  been  fixed  by  the 
Arbitrator.  In  March,  1918,  common  labor  was 
advanced  to  32  cents,  with  a  higher  rate  for 
overtime  after  8  hours  per  day.  Other  in- 
creases raised  the  basic  rate  to  55J<2  cents  at 
the  peak  in  1920,  from  which  it  had  been  low- 
ered to  45  cents,  where  it  now  stands. 

The  Arbitrator  held  that  the  reductions 
previously  madq  amounted  to  19  per  cent,  and 
that  the  cost  of  living  to  the  packing  house 
employees  forbade  a  further  reduction  at  this 
time.  We  quote  briefly  from  the  ooinion,  as 
follows : 


So  ter  aa  tha  coat  of  livlns  la  a  (actor,  while  Uiora 
haa  undoubtedly  been  conalderable  reoeaalon  since 
last  December,  I  am  not  convinced  that,  aa  applied  to 
the  larse  majority  o(  such  <mploye«a.  It  haa  fallen  aa 
much  aa  the  employers  contund.  We  know  that  in 
some  very  Important  respects  it  has  not  declined  at 
all.  If  these  employees  have  toxea  to  pay  on  any 
property  they  may  possess,  they  have  found  them 
constantly  mountlns,  with  reasonable  certainty  of  still 
higher  rates.  Most  of  them  must  use  the  street  cars, 
and  (area  remain  stationary  at  C0%  above  what  they 
were.  Oas  and  electricity  also  remain  at  the  highest 
price.  Puel.  which  all  must  have,  is  not  apparently 
lowered  to  these  small  consumers,  while  Ice  has  be- 
conte  almost  prohibitive  in  price.  Newspapers,  a  most 
senieral  necessity,  remain  at  the  highest  point,  from 
100%  to  200%  above  1914  prices.  Rents,  which  have 
not  yet  receded  from  the  high  mark  of  1920,  but  have 
In  Instances  even  nxountcd,  show  no  sign  of  abate- 
ment Telephone  and  telegraph  service  remain  at 
uppermost  level,  likewise  freight  rates  and  passenger 
tares:  and  while  these  may  not  directly  enter  into 
the  living  cost  of  the  average  packing  house  cniployoe, 
they  surely  have  their  influence  indirectly.  True, 
there  have  been  notable  reductions  in  some  prices — 
sugar,  vegetables,  some  canned  goods  and  cereals; 
and  coffee,  butter,  eggs,  flour  and  many  other  articles 
of  food  have  been  more  or  less  reduced,  but  such  very 
essential  articles,  as  milk,  bread  and  bakery  stuffs, 
fruits  and  meats  have  not  undergone  very  great  re- 
duction to  the  small  consumer. 

Wearing  apparel  has  decreased  quite  materially, 
although  many  of  the  widely  advertised  reductions 
leave  the  public  under  the  false  impression  that  they 
are  typical  of  the  things  which  these  people  must  buy. 

An  examination  of  the  items  specified  by 
the  Arbitrator  will  show  that  the  principal 
factor  in  them  is  labor.  In  other  words,  while 
wages  in  the  packing  industry  are  160  per 
cent  higher  than  before  the  war,  at  the  expense 
of  producers  and  consumers,  the  cost  of  living 
to  the  packing-house  employes  is  being  held 
up  by  high  wages  elsewhere. 

The  .Arbitrator's  decision  takes  no  account 
of  the  plight  of  fully  one-half  the  people  of 
the  country,  who  have  already  been  reduced  to 
practically  pre-war  incomes,  or  of  the  mil- 
lions of  wage-earners  out  of  employment.  It 
contemplates  no  relief  for  the  situation.  On 
the  contrary,  the  policy  which  it  proposes,  if 
generally  adopted,  will  be  an  insuperable  bar- 
rier to  recovery.  It  is  a  stand-pat  policy  ap- 
plied to  a  situation  that  cannot  stand  still. 

Wages  a  Universal  Factor 

It  is  probable  that  the  margins  of  middle- 
men have  not  in  all  cases  been  readjusted  to 
suit  present  conditions.  Where  this  is  true 
the  middlemen  share  the  responsibility  for  the 
continuance  of  present  conditions,  but  to  a 
great  extent  middlemen's  costs  are  kept  up 
by  the  same  general  cause  that  is  sustaining 
industrial  costs — wages  that  are  too  high  for 
present  conditions.  High  rents  are  a  reflec- 
tion of  high  building  costs,  which  are  due  to 
high  wages  in  the  building  trades,  and  build- 
ing material  industries,  high  transportation 
costs,  etc.,  etc. 

The  Arbitrator  refers  to  railroad  charges, 
which  he  says  surely  have  an  influence  upon 
living  costs.  Undoubtedly  they  do.  Railroad 
charges  enter  into  everything.    The  iron  and 


steel  industry  has  made  wage  reductions  con- 
siderably greater  than  those  made  in  the  pack- 
ing industry,  and  the  average  reduction  in 
iron  and  steel  products  is  approximately  40 
per  cent.  Mr.  Grace,  President  of  the  Beth- 
lehem Steel  Company,  has  made  a  statement 
explaining  that  if  allowance  is  made  for  the 
increase  in  costs  due  to  railroad  charges,  steel 
products  are  now  lower  than  before  the  war. 
In  announcing  new  and  lower  prices  for  steel 
products,  going  into  eflfect  on  July  5th,  last, 
Mr.  Grace  said: 

The  increase  In  freight  rates  has  been  the  largest 
factor  In  increasing  the  cost  of  manufacturing  steel 
products  because  the  making  of  a  ton  or  (Inlshed 
steel  involves  the  transportation  of  more  than  S  tons 
of  raw  materials.  The  cost  factors  next  in  importance 
are  materials  and  labor. 

Taking  as  an  example  the  price  for  structural 
shapes,  under  the  new  schedule  of  prices,  2  cents  a 
pound  or  f44.S0  a  gross  ton.  the  comparison  with  pre- 
war prices,  reflecting  concretely  the  three  more  Im- 
portant cost  factors  is  as  follows: 

1st:  The  Increase  over  pre-war  cost  In  transpor- 
tation on  ore,  coal,  limestone,  scrap  and  miscellaneous 
supplies  amounts  to  $7.86  per  ton  of  finished  steel. 

2nd:  The  increase  in  the  cost  of  coal,  ore,  lime- 
stone, alloys,  refractories,  lubricants  and  miscellaneous 
supplies  at  point  of  shipment  amounts  to  $7.10  per 
ton  of  finished  steel. 

Srd:  The  increase  In  the  cost  of  labor  under  the 
present  wage  scale,  as  compared  with  pre-war  wages 
in  the  steel  plant  proper,  is  B.64  per  ton  of  finished 
steeL 

These  items  account  for  an  increase  in  present  day 
costs  over  pre-war  costs  of  $20.59  per  ton  of  finished 
product.  The  new  price  of  $44.80  for  structural  steel 
is  equivalent  to  a  pre-war  price  of  $24.21  per  ton,  or 
1.08c  per  pound. 

Statistics  covering  the  last  twenty  years  show  that 
in  only  one  month  (December,  1914)  has  structural 
been  sold  as  low  as  this  figure  (1.08c).  The  ten-year 
pre-war  average  (1904-191S)  was  1.51c  per  pound. 

The  figures  I  have  used  are  the  result  of  actual  com- 
pilation made  by  the  Company's  comptroller  In  the 
every  day  conduct  of  the  business. 

Iron  and  steel  products  enter  into  farm  im- 
plements, railroad  costs,  and  the  costs  of 
every  line  of  industry. 

The  Railroad  Wage  Situation 

Railroad  charges  are  commonly  regarded 
as  more  important  than  any  other  single 
factor  in  the  present  situation, — the  general 
wage-level  excepted — and  wages  make  the 
railroad  situation  what  it  is.  The  question  of 
railroad  rates  is  a  question  of  wages.  It  has 
been  wages,  expended  in  one  way  or  another, 
either  directly  to  their  own  employes  or  indi- 
rectly in  payments  for  coal,  equipment  and 
supplies,  that  has  put  up  railroad  rates  to 
where  they  are.  In  fact,  but  for  the  enormous 
investments  of  capital  in  the  last  twenty  years, 
for  the  purpose  of  reducing  operating  costs, 
rates  would  have  to  be  much  higher  than  they 
are. 

Owing  to  the  prevailing  business  depression 
25  to  30  per  cent  of  the  regular  force  of  rail- 
road employes  is  laid  off,  getting  no  pay  at  all. 
This  means  that  if  they  could  all  be  at  work 
at  a  corresponding  reduction  from  the  present 


wage  scales,  the  sum  distributed  as  railroad 
wages  would  be  the  same  as  now,  and  it  would 
be  more  equitably  distributed  than  it  is  now. 
Moreover,  a  reduction  of  such  proportions  in 
wage  rates  probably  would  permit  of  an  even 
greater  reduction  in  freight  rates,  particularly 
if  it  was  accompanied  by  corresponding  reduc- 
tions throughout  all  the  industries,  because  the 
stimulus  given  to  business  would  increase  the 
volume  of  railroad  traffic.  Railroad  rates  are 
under  public  supervision  and  there  is  every 
reason  to  believe  that  they  would  be  made  to 
conform  to  increased  earnings. 

Finally,  such  a  general  reduction  of  indus- 
trial costs  would  reduce  the  "cost  of  living" 
not  only  to  railroad  employes  but  to  wage- 
earners,  farmers  and  everybody,  increase  the 
purchasing  power  of  the  entire  population, 
enlarge  the  consumption  of  all  products,  and 
improve  the  whole  situation. 

Railroad  Wages 

The  Railway  Age  recently  made  a  calcula- 
tion showing  that  since  the  reduction  of  12  per 
cent  as  of  July  I,  1921,  the  average  cost  per 
hour  of  railway  labor  is  123  per  cent  higher 
than  it  was  in  1916,  90  per  cent  of  the  em- 
ployes being  paid  by  the  hour.  In  the  elabo- 
rate statistical  tables  presented  to  the  Senate 
Committee  by  Mr.  Kruttschnitt  in  March,  it 
appears  that  the  labor  bill  of  the  carrier  in 
1916,  before  the  Adamson  law  took  effect, 
was  in  round  figures,  $1,468,500,000.  Increases 
since  1912,  excluding  switching  and  terminal 
companies,  have  been  as  follows : 

1917     _ $270,900,000 

1918     874,300,000 

1919     229,300,000 

1920     „ 855.000,000 

Aggregate  increases  since  1916....|2,229,600,000 

The  figures  given  are  actual.  The  increase 
made  in  1920,  however,  was  in  force  only  a 
part  of  that  year.  Mr.  Kruttschnitt  in  com- 
menting, says,  "This  means  that  the  labor 
costs  to  the  carriers  in  Oass  1  were  actually 
greater  in  1920  than  in  1917  by  more  than 
115  per  cent,  and  that  if  the  increased  scale 
had  been  in  effect  during  the  entire  year  1920, 
the  increase  would  have  been  about  128  per 
cent."  If  comparison  is  made  with  the  figures 
of  1916  the  increase  is  151  per  cent. 

A  Strike  Vote 

The  Brotherhoods  have  not  yet  decided 
whether  they  will  accept  the  12  per  cent  re- 
duction. The  heads  of  the  orders  at  a  confer- 
ence with  the  railroad  presidents  asked  for  a 
pledge  that  no  further  wage-reductions  would 
be  sought,  and  the  presidents  very  properly 
replied  that  with  regard  to  the  public  interest 
they  could  not  make  such  a  promise.  Ballots 
are  being  sent  out  to  the  membership  for  a 


vote  on  whether  to  accept  the  decision  of  the 
Labor  Board  which  went  into  effect  July  1st, 
or  strike. 

Where  Does  the  Remedy  Lie? 

Meanwhile  committees  representing  farm- 
ers, stock-growers  and  other  shippers  are  in 
Washington,  pleading  with  the  Interstate 
Commerce  Commission  to  reduce  railroad 
charges,  to  save  the  industries.  The  Secre- 
tary of  the  Federation  of  Farm  Bureaus  for 
Iowa  is  reported  as  arguing  to  the  Commission 
that  railroad  rates  should  be  reduced  to  relieve 
agriculture,  because  agriculture  is  a  basic  in- 
dustry. Nobody  can  deny  the  importance  of 
agriculture,  but  if  agriculture  cannot  live  with- 
out railroad  facilities  there  is  something  to  be  said 
in  behalf  of  the  railroads  as  a  basic  industry. 

It  would  seem  to  be  the  proper  policy  to  di- 
vide the  delegations  going  to  Washington,  and 
send  one-half  of  them  to  Chicago  to  make  rep- 
resentations to  the  Railroad  Labor  Board,  or 
perhaps  to  Cleveland,  to  present  the  facts  di- 
rectly to  the  Brotherhood  authorities,  who  have 
been  represented  as  desiring  to  co-operate  with 
the  farmers. 

Labor's  Share  of  the  Product 

Much  of  the  trouble  which  is  now  being  ex- 
perienced over  wage  adjustments  results  from 
the  reckless  methods  which  prevailed  in  gov- 
ernmental expenditures  during  the  war.  Gov- 
ernmental expenditures  dominated  the  indus- 
trial situation,  and  they  were  met  in  the  main 
by  the  use  of  credit.  There  was  no  pretense 
in  governmental  finance  of  making  ends  meet, 
but  private  business  cannot  be  carried  on  in 
that  way. 

The  present  trouble  results  in  part  also 
from  the  vague  talk  that  was  common  in  war 
time,  and  is  common  now,  to  the  effect  that  a 
radical  change  was  taking  place  in  industrial 
relations  and  that  the  wage-earning  class  in 
the  future  would  have  a  much  larger  share  of 
the  industrial  product  than  in  the  past. 

Distribution  Dependent  on  Production 

This  declaration  doubtless  has  represented  a 
kindly  wish  or  hope  that  the  position  of  the 
wage-earning  class  would  be  improved,  but 
those  who  utter  it  seldom  have  any  definite 
idea  about  how  the  wish  may  be  realized. 
They  expect  somebody  else  to  realize  it.  The 
fact  is  that  the  distribution  of  current  produc- 
tion takes  place  according  to  natural  economic 
laws,  and  those  laws  are  the  same  now  as  they 
were  before  thp  war.  The  production  and  dis- 
tribution of  wealth  are  not  unchangeable  ;  they 
are  changing  continually,  but  in  accordance 
with  economic  law.  In  Russia  an  attempt  has 
been  made  to  increase  the  distribution  of 
wealth  without  regard  to  economic  law,  or 
the  f?cts  of  human  nature,  with  the  result 
that  industry  has  been  paralyzed,  production 


has  come  almost  to  a  standstill,  and  the  nation 
has  been  reduced  to  beggary. 

The  fallacies  that  are  responsible  for  the 
tragedy  in  Russia  permeate  all  of  the  theories 
which  propose  to  improve  the  condition  of 
the  masses  by  a  mere  redistribution  of  the 
present  industrial  product.  The  fundamental 
fallacy  in  all  of  them  is  that  of  laying  the  em- 
phasis upon  distribution  instead  of  upon  pro- 
duction. 

Tbe  Value  of  Leadership 

Another  error  is  in  enormously  exaggerat- 
ing what  might  be  done  for  the  masses  by 
seizing  the  incomes  of  the  rich.  In  the  first 
place  the  masses  now  get  so  large  a  share  of 
all  that  is  produced  that  if  it  was  possible  for 
them  to  get  all  the  rest  it  would  make  no 
great  change  in  their  condition ;  and  in  the 
second  place  every  attempt  to  seize  the  rest  by 
arbitrary  methods  causes  it  to  disappear,  as  it 
has  in  Russia.  The  fallacy  is  in  thinking  that 
the  leaders  and  managers  of  industry  and  busi- 
ness are  not  worth  as  much  as  they  get,  where- 
as every  experiment  in  getting  along  without 
them  shows  that  they  are  worth  a  great  deal 
more  than  they  get.  Everything  goes  to  pieces 
without  them.  This  does  not,  of  course,  mean 
that  the  individuals  now  holding  positions  of 
leadership  and  management  are  all  indispen- 
sable. If  they  should  all  pass  away,  others 
would  be  found  to  take  their  places,  but  there 
must  be  leadership  and  recognition  of  ability 
and  reward  for  initiative  and  service,  or  so- 
ciety goes  to  pieces.  Even  the  labor  organiza- 
tions find  it  necessary  to  have  leaders,  and 
pay  them  salaries  much  in  excess  of  the  aver- 
age earnings  of  the  members. 

Division  of  the  Industrial  Product 

Professor  David  Friday,  who  teaches  politi- 
cal economy  in  the  University  of  Michigan,  has 
made  a  study  of  corporate  incomes  in  the 
United  States  during  the  war  period,  when 
profits  are  supposed  to  have  been  larger  than 
ever  before.*  He  found  that  1917  was  the  year 
of  largest  profits,  and  that  the  combined  earn- 
ings or  proceeds  of  the  manufacturing,  mining, 
railroad,  and  public  utility  industries  in  that 
year  were  divided  as  follows : 

Per  cent 

Wages  and  salaries  )11, 100,000,000  64.8 

Taxes 2,360,000,000  11.6 

Interest  1,180,000,000  6.8 

Dividends  3,070,000,000  16.1 

Surplus   2,731,000.000  18.4 

Total    $20,441,000,000  100 

The  total  paid  in  interest  and  dividends  was 
20.8  per  cent  of  the  values  created.  That  is 
what  went  as  compensation  to  the  people  who 
provided  the  capital  employed  in  these  indus- 

*Se«  "Profits,  Wages  and  Prices,"  Harcourt,  Brace 
tc  Howe,  publishers.  New  Torlc,  page  117. 


tries.  It  did  not  all  go  to  rich  people.  The  in- 
terest payments  went  for  borrowed  money,  and 
many  of  the  securities  of  these  corporations  are 
owned  by  savings  banks,  insurance  companies, 
employes  and  small  investors.  The  "surplus"  is  not 
personal  income,  but  a  part  of  the  earnings 
retained  in  the  business.  It  may  never  be 
drawn  out ;  it  may  be  lost,  as  in  the  case  of  the 
Central  Leather  Company  mentioned  on  page 
1,  but  while  it  exists  as  surplus  it  is  being  used 
to  enlarge  the  business,  increase  the  product 
and  afford  employment  to  more  labor.  As 
long  as  it  is  so  employed  it  is  a  common  fuml, 
rendering  service  to  the  employes  and  the 
public  as  well  as  to  the  owners.  The  figures  for 
"surplus"  increased  while  prices  were  rising  and 
diminished  when  prices  began  to  fall. 

Taxes  for  the  most  part  go  to  cover  expendi- 
ture for  personal  services,  either  in  salaries  or 
wages. 

Numerous  calculations  upon  the  distribution 
of  national  income  have  been  made  by  recog- 
nized authorities,  and  all  show  results  varying 
but  little  from  Professor  Friday's.  They  af- 
ford data  upon  which  an  approximate  estimate 
may  be  made  of  how  much  wages  may  be 
possibly  increased  out  of  the  current  indus- 
trial product. 

It  should  be  considered  that  not  all  of  the 
20.8  per  cent  which  goes  to  interest  and  divi- 
dends is  retained  by  the  recipients  for  their 
personal  use,  as  a  part  of  it  is  re-invested  for 
the  development  of  industry.  In  fact  all  that 
the  owners  receive  above  their  living  expenses 
is  returned  to  industry  and  disbursed  in  some 
form  to  labor.  The  investment  fund,  from 
which  our  railroads  have  been  built  and  upon 
which  our  industrial  progress  depends,  is  made 
up  jointly  from  savings  out  of  this  20.8  per 
cent  and  savings  from  personal  earnings.  In 
whatever  proportion  the  investment  fund  rep- 
resents personal  savings  the  owners  of  those 
savings  share  in  the  20.8  per  cent. 

After  making  allowance  for  that  proportion 
of  the  20.8  per  cent  which  is  a  return  upon 
personal  savings,  and  that  portion  of  the  re- 
mainder which  is  returned  to  industry  for  the 
common  service,  how  much  of  capital's  re- 
maining share  can  labor  reasonably  expect  to 
get,  and  how  much  of  a  disturbance  in  indus- 
try can  it  afford  to  make  in  order  to  get  it? 

The  Standard  of  Living 

All  talk  about  the  "standard  of  living,"  or 
"living  wage,"  which  looks  merely  to  an  ad- 
vance of  money-wages  is  meaningless.  Ef- 
forts along  that  line  are  fruitless.  They  travel 
in  a  circle,  each  wage  advance  raising  the  cost 
of  living.  It  is  impossible  to  divide  any  more 
than  is  produced.  You  cannot  with  500,000,000 
bushels  of  wheat  give  100,000,000  people  six 
bushels  each.    It  is  well  to  have  an  ideal  stand- 


ard  of  living  to  work  for,  but  it  is  not  some- 
thing that  can  be  picked  out  of  the  sky ;  it 
can  be  realized  only  as  the  industrial  capacity 
of  the  country  rises  to  it. 

The  great  lesson  of  the  present  situation  is 
that  there  is  a  certain  fair  and  proper  adjust- 
ment of  relations  between  the  people  em- 
ployed in  all  of  the  various  occupations.  It  is 
a  natural  adjustment,  made  by  the  people  them- 
selves in  selecting  the  work  they  shall  do, 
taking  account  of  their  abilities,  inclinations 
and  all  the  conditions  surrounding  employment. 
When  such  natural  and  just  relationship  is  dis- 
turbed, the  industrial  organization  slows  down 
until  whatever  is  wrong  is  made  right.  It  is 
like  an  automatic  loom  which  weaves  cloth 
without  a  tender  until  something  goes  wrong, 
and  then  stops  and  will  do  no  more  until  that 
something  is  fixed. 

Public  Construction 

The  demand  for  great  expenditures  upon 
public  works  to  give  employment  to  labor  at 
present  wages  is  fundamentally  wrong,  and  so 
is  every  artificial  scheme  to  provide  work  at 
inflated  costs.  It  is  an  attempt  to  evade  and 
defeat  the  economic  law.  It  assumes  that  so- 
ciety can  lift  itself  by  its  bootstraps. 

The  cost  of  public  construction  would  have 
to  be  defrayed  by  bond  issues,  which  would 
mean  more  tax-exempt  securities,  more  com- 
petition with  bonds  now  outstanding  and 
lower  prices  for  them.  It  would  mean  heavier 
burdens  for  the  tax-payers,  and  further  deple- 
tion of  the  capital  supplies  from  which  the  real 
revival  of  industry  must  come.  Every  such  in- 
crease in  the  burdens  upon  industry,  every 
move  that  wastes  capital  in  uneconomic  ex- 
pedients, delays  recovery. 

The  people  who  advocate  such  policies  think 
they  are  dealing  with  a  temporary  situation, 
but  this  is  not  a  temporary  situation.  Indus- 
try will  not  be  self-supporting  again  until  it  is 
brought  back  into  balance,  so  that  the  products 
of  the  workers  in  the  various  lines  will  be  nat- 
urally exchanged  and  absorbed.  When  one- 
half  of  the  population  has  had  its  compensa- 
tion cut  one-half  it  cannot  aflFord  to  pay  taxes 
to  keep  the  other  half  employed  at  war  wages. 

The  Situation  WaiU 

It  is  not  difficult  to  see  what  is  the  matter 
with  industry  in  the  United  States  and  over 
the  world.  The  situation  is  practically  the 
same  everywhere.  The  demoralization  and 
poverty  of  Europe,  resulting  from  the  war,  is 
of  course  a  factor  in  it,  but  the  chief  cause 
even  in  Europe  is  not  the  losses  of  the  war, 
but  the  unbalanced  state  of  industry  as  be- 
tween the  producers  of  primary  products  on 
the  one  hand  and  the  producers  of  manufac- 
tured products  and  the  groups  engaged  in  trad- 
ing  and    transportation   on    the   other   hand. 


It  is  a  rather  familiar  comment,  and  not  a 
profound  one,  that  there  must  be  something 
wrong  with  the  existing  order  of  society. 
Evidently  there  is.  Briefly  stated,  in  a  so- 
ciety that  is  essentially  co-operative,  people  are 
refusing  to  co-operate.  We  have  developed  a 
highly  specialized,  interdependent,  but  volun- 
tary system  of  industry,  so  complicated  that 
many  people  do  not  understand  their  own  re- 
sponsibilities in  it. 

There  seems  to  be  nothing  to  do  but  allow 
the  economic  forces  to  work  things  out  in 
their  own  relentless  way.  The  workers  in 
each  industry  have  the  privilege  of  saying 
that  they  will  not  come  down  until  everybody 
else  does,  and  perhaps  not  then.  Nobody  has 
authority  to  say  who  shall  come  down  first, 
or  that  anybody  shall  come  down.  They  will 
have  to  settle  it  among  themselves. 

Meanwhile,  however,  millions  of  men  are 
idle  and  millions  of  wages  are  being  lost.  It  is 
a  pity  the  agony  must  be  so  long-drawn  out, 
a  pity  the  inevitable  adjustments  cannot  be 
quickly  made,  with  intelligent  comprehension 
and  a  co-operative  spirit.  A  machine  cannot  be 
started  unless  all  its  parts  are  in  right  rela- 
tion to  each  other;  a  factory  cannot  be  oper- 
ated effectively  unless  all  the  departments  are 
in  balance  with  each  other:  and  it  is  the  same 
with  the  industrial  organization  of  the  country 
and  the   world. 

Tlie  Way  of  Real  Progress 

The  way  of  real  progress  is  not  by  the  ef- 
forts of  each  group  or  class  to  get  the  better 
of  others  by  methods  which  embarrass  and 
curtail  the  production  of  wealth,  but  by  in- 
telligent efforts  to  increase  production.  All  of 
the  progress  of  the  past  has  been  accomplished 
in  this  manner.  The  greatest  factor  has  been 
the  new  investments  of  capital,  providing  ma- 
chinery to  take  the  place  of  hand  labor.  Every 
new  device  which  makes  labor  more  efficient, 
.sets  labor  free  to  do  something  else  that  will 
contribute  to  the  general  welfare.  It  is  by  this 
method  alone  that  the  standard  of  living  is 
raised. 

The  Federated  Engineering  Societies,  which 
was  organized  in  November,  1920,  with  Her- 
bert Hoover  as  its  first  President,  at  his  sug- 
gestion appointed  a  committee  of  engineers  to 
make  a  study  of  industrial  wastes,  with  a 
view  to  suggesting  improvements  in  methods. 
The  Committee  has  completed  the  first  studies 
undertaken,  and  the  report  is  exceedingly  in- 
teresting in  what  it  reveals.  The  Committee 
says  that  it  "has  established  no  theoretical 
standard  of  performance,"  but  that  in  its  in- 
vestigations "industrial  waste  has  been 
thought  of  as  that  part  of  the  material,  time 
and  human  effort  expended  in  production  rep- 
resented by  the  difference  betwen  the  average 
attainments  on  one  hand  and  performance  ac- 


tually  attained  on  the  other  as  revealed  by  de- 
tailed reports." 

The  findings  so  far  as  investirations  were 
carried  indicate  that  without  any  new  inven- 
tions or  discoveries,  but  simply  by  bringing  all 
performance  up  to  the  level  of  the  most  ap- 
proved practice,  and  by  increased  co-ordina- 
tion and  co-operation,  the  efiiciency  of  the 
industries  might  be  approximately  doubled. 
Evidently  .such  results  could  not  be  accom- 
plished suddenly,  but  the  report  ought  to 
give  a  great  stimulus  to  efforts  for  improve- 
ment, and  the  purpose  is  one  upon  which 
employers  and  wage-earners  may  advantage- 
ously work  together. 

Embarrassing  Industry 
The  other  side  of  the  situation  is  illustrated 
by  the  stories  of  wasteful  expenditures  which 
the  railroads  have  been  compelled  to  make  by 
the  unreasonable  rules  adopted  for  the  regula- 
tion of  operations  under  government  manage- 
ment. They  are  illustrated  also  by  the  fol- 
lowing extract  from  the  findings  of  the  In- 
dustrial Court  of  Kansas,  which  has  been  in- 
vestigating the  coal  industry  in  that  State: 

A  perfectly  organized  grroup  of  Inefflcient  workmen 
with  no  expert  qualifications  In  the  main  have  grad- 
ually, year  by  year,  assumed  complete  control  of  the 
production  of  coal  In  the  Kansas  field,  both  by  pro- 
curing the  passage  of  favorable  and  meaningless  laws 
and  by  ironclad  contracts  with  their  employers 
whereby  they  now  draw  excessive  wages  for  their 
labor  and  practically  dictate  every  detail  of  the 
operation  of  the  coal  mines. 

The  mine  owners,  rather  than  m.eet  the  issues  when 
they  appear  in  detail,  have  successively  acquiesced 
until  they  are  powerless  to  resist  without  a  present 
cessation  of  operation  and  consequent  loss,  so  that 
the  operators  pas.sed  this  on  to  their  selling  mine 
producer's  profit  and  pass  it  on  to  the  retailer,  who 
simply  adds  his  margin  and  passes  the  sole  burdeit 
to  the  public. 

The  situation  in  the  Kansas  coal  mines  is 
not  to  be  taken  as  true  of  all  industry,  but  it 
is  the  situation  that  naturally  develops  where 
the  labor  organizations  are  under  leadership 
which  is  chiefly  interested  in  cultivating  an- 
tagonism to  employers.  This  is  not  to  say 
that  employers  are  never  at  fault.  The  report 
of  the  Engineering  Committee  says  that  the 
larger  part  of  the  wastes  of  industry  are  up  to 
management  for  correction.  The  wastes  of 
management,  however,  are  seldom  intentional. 
They  are  often  caused  by  ignorance  of  the 
best  methods,  and  largely  result  from  lack  of 
capital.  Employers  are  largely  graduated  from 
the  ranks  of  workmen  and  frequently  get  into 
business  with  inadequate  capital. 

Our  very  system  of  individual  liberty  re- 
sults in  many  individuals  getting  into  posi- 
tions as  proprietors  and  managers  which  they 
are  not  well  qualified  to  hold.  Of  course  there 
is  incidental  waste  in  all  this,  but  it  is  prefer- 
able to  any  system  of  supervision  that  would 
close  the  door  of  opportunity  to  any  but  a 
selected  class.    The  best  test  of  qualifications 


for  management  is  the  test  applied  by  open 
competition. 

The  Railroad   Funding   Plan. 

It  is  difficult  to  understand  the  opposition 
which  has  developed  to  President  Harding's 
plan  for  funding  the  indebtedness  which  the 
railroads  owe  to  the  Government  on  capital 
account.  The  plan  is  one  of  simple  justice  to 
the  railway  companies  and  its  execution  would 
unquestionably  have  far-reaching  beneficial  ef- 
fects, releasing  frozen  credits,  stimulating  rail- 
road purchasing  and  increasing  employment. 

There  seems  to  be  so  much  misunderstand- 
ing of  the  rather  complicated  financial  rela- 
tions of  the  railroads  to  the  Government,  that 
an  analogy  of  the  situation  may  be  illustrative. 
Let  us  assume  that  the  Government  found  it 
necessary,  for  war  purposes,  to  seize  and  oc- 
cupy a  certain  building  valued  at,  say,  $189,000, 
(which  sum  if  multiplied  by  100,000  is  the 
value  of  the  railroad  property  involved  in  this 
question).  In  taking  possession,  the  new  ten- 
ant wrote  the  lease  largely  to  suit  himself  and 
undertook  to  pay  as  rental  the  average  net 
revenue  which  the  property  yielded  during  the 
preceding  three  years — about  $9,000  a  year. 
The  lessee  also  agreed  to  pay  some  of  the 
taxes  and  to  return  the  property  in  as  good 
repair  as  when  it  was  taken  over.  Another 
and  rather  extrordinary  stipulation  was  that 
the  lessee  might  alter  the  building  as  he  saw 
fit,  make'such  additions  and  betterments  as,  in 
his  uncontrolled  discretion,  seemed  necessary, 
for  which  he  was  to  be  ultimately  reimbursed 
by  the  owner.  It  was  recognized,  however, 
that  it  might  be  a  great  hardship  to  the  owner 
to  have  such  additions  and  betterments  taken 
out  of  the  rentals,  and  provision  was  made  in 
the  contract  that  reimbursement  might  be  in 
the  form  of  obligations  running  for  ten  years. 
This  arrangement  would  enable  the  owner  to 
receive  the  rental  regularly  in  cash,  and  give 
him  time  to  pay  for  the  permanent  improve- 
ments on  the  property. 

The  Situation  at  Settkment  Time 

At  the  termination  of  the  lease  it  appeared 
that  the  tenant  had  spent  over  $11,000  on  the 
property,  of  which  something  more  than  $.^,500 
was  for  new  equipment  and  $7,500  for  other 
additions  and  betterments.  On  the  other 
hand,  the  rents  had  not  been  paid  in  full,  over 
$6,000  remaining  due.  The  lessee  then  pro- 
posed to  take  serial  notes  from  the  owners  for 
the  cost  of  the  new  equipment  but  insisted 
that  the  $6,000  of  overdue  rent  shall  be  ap- 
plied to  extinguish  in  part  the  remaining 
$7,500  debt.  The  owners  protested  that  they 
must  have  cash — they  had  numerous  bills  to 
meet  and  could  not  raise  the  necessary  money 
at  the  moment,  largely  because  during  the  oc- 
cupancy of  the  tenant  the  earning  power  of 
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their  property  had  been  impaired.  They  asked 
that  the  time  of  paying  for  the  additions  and 
betterments  placed  on  their  property  be  post- 
poned. 

If  the  sums  stated  be  multiplied  in  each  in- 
stance by  100,000  the  above  statement  practi- 
cally will  parallel  the  terms  of  the  arrange- 
ment by  which  the  Government  took  over  the 
railroads  and  the  present  situation. 

The  Question  of  Deferred  Payments 

As  settlements  are  effected  with  each  com- 
pany the  question  of  what  to  do  about  these 
investment  obligations  presses  for  disposition. 
Under  the  railroad  act  as  passed  by  Congress 
the  Administration  is  authorized  to  accept  ten- 
year  bonds  in  reimbursement  for  capital  ex- 
penditures, but  if  this  is  done  the  Administra- 
tion will  have  to  pay  all  of  the  rentals  forth- 
with in  cash,  and  that  would  require  an  ap- 
propriation by  the  Congress,  which  it  shows 
no  disposition  to  grant. 

In  this  situation  a  plan  was  devised  of  hav- 
ing the  War  Finance  Corporation,  by  means 
of  its  capital  and  the  power  to  sell  its  notes 
on  the  market,  buy  the  securities  taken  by 
the  railroad  administration  in  the  settlements, 
and  sell  them  gradually  in  the  market  as  the 
market  will  absorb  them.  This  would  avoid 
appropriations  from  the  Treasury  but  give  a 
temporary  loan  of  public  credit  to  assist  the 
railroads  in  paying  for  their  obligations  on 
capital  account.  This  plan  has  been  approved 
by  the  government  railroad  administration 
and  by  President  Harding,  and  a  bill  to  put  it 
into  effect  has  passed  the  House  but  so  far 
has  been  held  up  in  the  Senate.  In  no  sense 
does  the  plan  contemplate  any  bonus  to  the 
carriers,  but  grants  temporary  assistance  to 
them  in  making  payment  for  permanent  in- 
vestments made  upon  the  properties  by  the 
Government  during  the  Government  adminis- 
tration. 

The  Amounts  Involved 

The  value  of  the  railroads,  as  tentatively 
certified  by  the  Interstate  Commerce  Commis- 
sion, is  $18,900,000,000.  The  rental  during 
Federal  control  was  about  $900,000,000  per  an- 
num. The  Government  expended  for  addi- 
tions and  betterments  $763,000,000,  and  for 
new  equipment  $381,000,000,  or  a  total  of  $1,- 
144.000.000.  Of  this  amount,  $393,000,000  has 
already  been  funded,  and  $.5.5.000.000  has  been 
paid  by  certain  railroads  in  final  settlement, 
thus  leaving  $696,000,000  still  due  the  Govern- 
ment. Against  this,  the  Government  owes  the 
railroads  $62.5.000,000.  which  amount  would 
presumably  be  paid  to  them  in  cash  if  the  Ad- 
ministration's plan  of  funding  the  above  net 
indebtedness  of  $696,000,000  is  adopted.  The 
principal  item  of  indebtedness  on  the  part  of 
the  Government  to  the  railroads  is  $460,000,- 
000  of  unpaid  compensation. 


The  Question  of  Under>Maintenaiice 

A  pledge  was  made  to  the  railroads  in  the 
Federal    Control    Act    that    their    properties 
would  be  returned  in  substantially  as  good  re-j 
pair  as  when  they  were  taken  over.     A  dis-  { 
agreement  developed  over  whether  the  stand-f 
ard  of  maintenance  was  to  be  money  expendi- ' 
tures,  with  a  certain    allowance    for    higher 
prices,  or  physical   condition.     The  railroads 
interpret     the     contract     that     like     physical 
reparation  should  be  made  regardless  of  cost — 
tie  for  tie  and  rail  for  rail.     It  is  a  fact  that 
during  the  Federal  control  period  the  Govern-, 
ment  placed  less  ties  in  the  track  by  over  30,-' 
000,000.     Similarly,  it  used   500,000   tons   less 
rail  and  2,000,000  cubic  yards  less  ballast. 

In  contending  for  their  view  of  the  case  the 
representatives  of  the  companies  were  indis- 
creet enough  to  attribute  the  under-mainte- 
nance  in  part  to  the  "inefficiency  of  labor."  and 
this  at  once  became  an  issue.  The  plan  em- 
bodied in  the  pending  bill,  as  approved  by  the 
Administration,  requires  the  companies  to 
abandon  their  claims  for  under-maintenance 
so  far  as  they  may  be  based  upon  the  "ineffi- 
ciency of  labor."  As  these  claims  are  said  to 
run  as  high  as  $800,000,000.  it  will  be  seen  that 
the  compromise  involves  important  sacrifices 
on  the  part  of  the  roads. 

The  Equity  of  the  Case 

The  present  Director  General.  Mr.  J.  C. ' 
Davis,  in  his  memorandum  to  the  President, 
urges  the  adoption  of  the  Funding  Plan.  In] 
respect  to  the  creation  of  a  debt  by  the  Gov- 
ernment of  over  a  billion  dollars,  he  writes: 
"To  create  an  indebtedness  to  be  paid  by 
others  without  limit  in  amount  is,  it  must  be 
admitted,  a  most  unusual  power  and  was  only 
justified  by  the  exigencies  of  the  war." 

Had  the  carriers  been  in  possession  of  their 
properties  when  these  improvements  were 
needed  they  undoubtedly  would  have  financed 
them  by  selling  securities,  or  the  improvements 
would  not  have  been  made.  The  development 
of  the  railroad  system  has  been  commonly 
financed  by  the  sale  of  new  securities.  The 
net  earnings  of  the  railroads  never  have  been 
large  enough  to  provide  any  considerable  part 
of  the  new  capital  required  for  extensions  and 
improvements.  The  average  surplus  earnings 
of  the  railroads  of  the  country,  after  paying 
interest  charges  and  customary  dividends,  ', 
have  been  less  than  $250,000,000  per  annum,  , 
which  makes  it  unreasonable  to  expect  them  i 
to  pay  for  additions  and  betterments  of 
from  half  a  billion  to  a  billion  dollars  a  year, 
out  of  current  income,  whether  under  Federal 
control  or  private  management.  At  the  pres- 
ent time  they  have  not  even  their  ordinary 
ability  to  do  it,  as  on  the  average  they  are  not 
earning  their  dividends. 


THE  NATIONAL  CITY  BANK  OF  NEW  YORK 


A  Complete  Banking  Service 
for  Up-town 
New  York 


THE  42nd  Street  Branch  of 
The  National  City  Bank  of 
New  York  places  at  the  disposal  of 
business  houses  and  individuals  in 
up-town  New  Yotk  all  of  the  bank- 
ing facilities  which  this  Bank  has 
developed  for  its  clients  during  the 
1 09  years  of  its  existence. 

In  addition  to  these  regular 
banking  services,  the  42nd  Street 
Branch  maintains  a  completely 
equipped  Trust  Department,  and 
a  special  department  for  women 
depositors.  The  Branch  devotes 
particular  attention  to  individual 
checking  accounts,  balances  on 
which  may  average  ^500  or  more. 


National  City  Buuding 
42ND  Stieet  at  Maoiion  Avinui 


10CATED  in  the  new  National  City 
J  Building  is  an  extensive  organiza- 
tion for  financial  service,  of  which  the 
42nd  Street  Branch  ofThe  National  City 
Bank  b  a  unit.  Other  component  parts  of 
the  same  organization  are  the  Up-Town 
office  of  The  National  City  Company, 
and  The  National  City  Safe  Deposit 
Company. 
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The  National  City  Bank  of  New  York 

Capital,  Surplus  and  Undivided  Profits,  more  than  $  1 00,000,000 

New  York  City  Branches 

Broadway  Sra^c^- Broadway  at  26th  Sr.         bowery  Sra«f^-BowERY  at  Bond  St. 

Forty-Second  Street  'Braneh—^'luo  Street  at  Madison  Avevue 
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Economic  Conditions 
Governmental  Finance 
United  States  Securities 


New  York,  October,  \921 
General  Business  Conditions. 

THERE  are  signs  of  improvement  in  15,  The  Iron  Trade  Review  composite  market 
the  business  situation,  and  while  for  average  of  14  different  products  was  $35.56, 
the  most  part  they  relate  to  seasonal  which  compares  with  $35.35  for  the  week  pre- 
conditions, some  of  the  changes  are  ceding,  and  $35.53,  two  weeks  previously,  with 
indicative  of  a  gradual  restoration  of  an  average  of  $35.99  for  August,  $68.86  for 
the  industrial  equilibrium  which  is  necessary  to  September,  1920,  and  $25.55  for  September, 
permanent  prosperity.  The  shoe  industry  and  1913.  Cement  prices  have  been  reduced.  Wage 
the  cotton  and  woolen  goods  industries  are  now  reductions  continue  to  be  made,  and  are  gradu- 
generally  active.  After  nearly  a  year  of  light  ally  readjusting  the  situation  to  a  state  where 
business  retail  stocks  were  worked  down  to  a  increased  employment  will  come  naturally  and 
state  which  made  it  necessary  for  dealers  to  on  a  permanent  basis. 

buy  for  their  current  trade.     Raw  cotton  has  „^                 ..        ,      ..      ^    .       .         . 

^              J.         ..^y                             .,    ,             Uiii  The  consumption  of  cotton  during  August  was  the 

advanced  m  a  little  over  a  month  from  about  11  greatest  in  any  month  since  August,   1920,   reflecting 

cents  per  pound  to  about  20  cents,  and  this  has  an  increased  demand  for  cotton  goods.     Woolen  mills 

nut   <;trpn«rth    intn   tVip    trond<;   market    and    en-  ^''^  reported  to  have  sufficient  orders  on  their  boolcs 

put  strengtn  into  tne  gooas  marKet  ana  en  ^^  ^^^^^^  j^„  ^,^^  operations  until  next  Spring.    The 

couraged    buying.      Cotton    goods,    however,  production  of  siik  goods,  for  which  there  is  no  avail- 
have    not    advanced    to    correspond    with    raw  able  index  for  the  United  states  B8  a  whole,  has  con- 

44    „ I    _i..i 1     .1 „:ii„    !,„..:„„   „* 1,^  tlnued    to   decline    somewhat.      Mills    in    this   district 

cotton,  and   although   the   mills   having   stocks  ^^^e  operating  at  about  so   per  cent  of  capacity  m 

of  11  and  12  cent  raw  material  on  hand  are  able  September  as  compared  with  40  per  cent  in  August 

to  work  them  up  and  sell  the.  goods,  the  pinch  ^",2"^^'','*' *?  "T  £?"'■'"  *^^,^P'■'"f,■  k,  «  *„, 
...  u  L  1.  1.  L  1..  ^  iu  The  following  table  gives  the  available  figures  for 
Will  come  when  they  have  to  buy  cotton  at  the  monthly  production  as  percentages  of  normal  produc- 
new  quotations  and  advance  the  price  of  goods  tlon.  Allowance  has  been  made  for  the  normal  In- 
r,rfnrA\na\v  Thprp  aro  s^riniie  miecrivmcrc  In  crease  In  production  from  year  to  year  and  the  nor- 
accordinglj  there  are  serious  misgivings  in  ^^^  seasonal  variation  from  month  to  ^nonth. 
the  trade  about  the  maintenance  of  the  pres- 
ent   activity    when    that    time    comes.     High  (Normal  production^  =^ioo) 

grade  wool  is  reported  firm  and  a  little  higher  Jan.- 

in  both  foreign  and  domestic  markets.    Retail  March       July     August 

merchants  are  vigorously  opposing  advances        Anthracite  coal  mined lo?  94  92 

,,    .       ^.,  J    •      •   ^-         IlT   i   1  Bituminous  coal  mined 64  61  63 

in  all  textiles  and  insisting  that  lower  prices        pig  ,ron  production  58  26  28 

are    necessary    to   create    a   good    volume  of       steel  ingot  production. 68  26  36 

trade.     The  situation  is  unsettled,  with  opin-  ^^^^^^^^S^ZZZZZ.        66 

ion  spreading  that  costs  must  be  reduced  both       Tin  deliveries  31  30  64 

in  the  manufacture  of  cloth  and  in  the  gar-        Copper   producUon    67  13  16 

_..„<.   t.^j...  Gasoline  production  ..._ 103  84 

ment  trades.  Cement    production    79  89  89 

In  many  lines  there  is  a  stir  of  increased  ac-       Cotton  consumption  62  64  7B 

..    ..  »/•.     1   11      X      r   II   .      J         /-.  •  Wool  consumption  70  97r  96p 

tivity,  attributable  to  fall  trade.    Crop  moving       wheat  flour  mined „.        89  148  174 

is  not,  however,  affording  the  normal  stimulus.        Sugar  mtitings  85  84  106 

owing  in  part  to  the  low  prices  of  farm  prod-        ^eat  slaughtered  90  88  113 

ucts  and  in  part  to  the  fact  that  the  proceeds  ^TRevili",!"*'^ 

are  going  largely  to  pay  old  debts.    However, 

there  is  a  more  cheerful  feeling  as  debts  are  ^''*  Cotton  Crop 

paid  or  reduced.     There  is  not  enough  busi-  We  have  pointed  out  from  month  to  month 

ness  to  go  around,  which  makes  competition  that    the    restoration     of    normal     industrial 

sharp,  with  profits  at  the  minimum.    Building  and  trade  conditions  waits  on  the  restoration 

operations  are  somewhat  enlarged.     The  iron  of  normal  relations  between  the  products  of 

and  steel  industry  has  more  to  do,  and  there  the  farm  and  other  primary  products  on  the 

have   been   advances  in   some   lines,  but   de-  one  hand,  and  manufactured  goods  and  trans- 

clines  in  others.     For  the  week  of  September  portation  charges  on  the  other  hand. 

Those  desiring  this  Letter  sent  them  regvlarljr  will  receive  it  without  charge  upon  applicati<m 


The  rise  of  cotton  to  about  20  cents  per 
pound  has  had  a  revivifying  effect  upon  the 
South.  The  following  extract  from  a  letter 
from  a  valued  correspondent  bank  in  South 
Carolina,  illustrates  the  general  character  of 
reports  from  the  cotton  belt : 

The  recent  advances  In  cotton  have  had  a  very 
benencial  effect  In  this  section;  the  farmers,  who  are 
nil  holding  a  part  of  last  year's  crop  are  feeling  more 
optlrolsllc  and  If  they  can  realise  20  cents  or  bettor 
for  their  cotton  they  will  be  in  a  position  to  liquidate 
their  Indebtedness  and  In  numerous  Instances  have  a 
surplus.  In  fact  we  believe  the  eventH  of  the  past 
year  will  eventually  prove  a  blessing  In  disguise  as 
crops  next  year  will  be  dlversifled.  There  U  a  better 
feeling  among  the  textile  mills,  all  of  which  are  run- 
ning full  time  and  some  night  and  day.  We  think 
practically  all  of  the  mills  are  once  more  on  a  profit- 
able basis. 

The  psychological  effect  of  20  cent  cotton 
is  good  in  the  cotton  growing  districts,  and  as 
indicated  in  the  above  extract  there  is  a  real 
benefit  to  the  holders  of  last  year's  cotton. 
Moreover,  the  clearing  up  of  the  carry-over, 
which  has  been  increasing  from  year  to  year 
as  a  result  of  diminished  consumption  abroad, 
should  tend  to  put  the  cotton-growing  industry 
in  a  better  situation  for  the  future.  After  this 
is  said,  however,  the  fact  remains  that  the  loss 
of  a  large  part  of  a  staple  crop  from  unfavor- 
able weather  and  an  insect  pest  is  certainly  not 
an  unmixed  blessing. 

It  must  be  remembered  that  a  rise  of  price 
on  a  half  crop  is  a  very  different  thing  from  a 
rise  of  price  on  a  full  crop.  About  one-half 
of  the  reduction  in  yield  is  due  to  the  reduc- 
tion of  acreage  and  the  other  half  to  the 
weather  and  the  boll  weevil.  The  acreage 
diverted  from  cotton  was  put  into  corn  and 
other  grain  crops,  which  probably  was  good 
policy  but  at  the  expense  of  the  farmers  in 
other  parts  of  the  country,  and  the  reduction 
effected  by  the  weather  and  weevil  is  a  dead 
loss  to  somebody.  The  farmer  plowed  and 
cultivated  the  land  and  expended  as  much 
labor  upon  part  of  a  crop  as  though  it  had 
made  a  full  crop. 

Here  is  a  telegram,  clipped  from  a  column 
of  like  reports,  which  illustrates  the  situation 
of  some  of  the  growers : 

Ada,  Okla.,  September  6.  to  'Weld  &  Co.— Dcnison, 
Madill.  Ada,  cotton  almont  entire  failure:  stock  in 
some  fields  will  not  average  bale  to  fifteen  acres,  half 
of  field  win  not  need  picking.  Found  from  three  to 
ten  weevil  In  shuck  around  small  bolls. 

It  is  difficult  to  get  up  any  optimism  as  to 
general  business  prospects  over  this  kind  of 
news.  The  people  of  Asia,  South  America  and 
Europe,  who  are  counted  upon  to  buy  about 
one-half  our  normal  cotton  production,  hardly 
will  be  able  to  buy  as  many  cotton  goods  on  a 
20  cent  basis  as  they  would  buy  on  an  11  cent 
basis,  and  the  same  is  true  of  our  own  people. 
Certainly  if  they  buy  as  many  cotton  goods  at 
the  one  price  as  they  would  buy  at  the  other 
they  will  buy  less  of  something  else.  Some- 
body will  come  out  short  because  of  the  short 


crop,  and  it  would  seem  to  be  sound  reasoning 
that  if  the  farmers  of  the  South  had  a  larger 
crop  at  no  greater  cost  they  would  be  as  well 
off  at  a  lower  price,  while  the  rest  of  the  world 
would  be  better  off. 

The  Wheat  Situation 

The  wheat  crop  of  the  United  States  and 
Canada  stands  at  latest  estimates  about  the 
same  as  a  year  ago,  and  the  world's  crop  is 
about  the  same  as  last  year.  The  move- 
ment of  the  crop  to  market  has  been  very 
heavy  both  in  this  country  and  Canada,  and 
exports  exceptionally  large.  The  United 
States  Government  reports  the  exports  of  do- 
mestic wheat  and  flour  in  August  as  equal  to 
66,695,000  bushels,  more  than  double  the  ex- 
ports of  August,  1920,  and  making  a  total  for 
July  and  August  of  97,000,000  I)ushels.  Sep- 
tember will  bring  the  total  since  July  1st  to 
about  135,000,000  bushels.  This  is  taking  our 
surplus  very  fast.  The  market  fluctuated  dur- 
ing September  over  a  range  of  about  ten  cents 
per  bushel,  closing  the  month  at  aliout  where 
it  began,  and  losing  the  gains  on  the  news  of 
general  rains  in  Argentina.  The  latter  fact  is 
of  some  significance  in  connection  with  the  at- 
tempt to  stabilize  the  price  of  wheat  in  this 
country  by  means  of  a  duty  of  .35  cents  per 
bushel.  With  our  wheat  selling  in  Europe  in 
competition  with  wheat  from  Canada  and 
Argentina,  a  rainstorm  in  the  latter  country 
has  more  influence  on  the  markets  of  this 
country  than  the  enactment  of  Congress. 

It  has  been  recognized  in  well-informed 
quarters  throughout  the  last  two  montlis  that 
the  price  of  wheat  between  now  and  the  next 
harvest  depends  largely  upon  the  crops  in 
Argentina  and  Australia,  two  countries  which 
have  their  harvests  in  our  winter  season. 
Neither  of  these  countries  ships  wheat  to  the 
United  States,  but  their  surplus  competes 
with  ours  in  Europe  and  the  price  of  the  surr 
plus  makes  the  prices  everywhere.  In  view  of 
the  prospect  for  light  sowings  in  Russia  this 
fall  and  no  surplus  there  next  year,  it  would 
seem  to  be  good  .j)olicy  to  sow  a  larger  acre- 
age of  wheat  in  the  United  States  this  fall. 

Quality  of  Spring  Wheat 

The  spring  wheat  yield  is  not  large,  perhaps 
not  over  200,000,000' bushels,  and  it  has  been 
damaged  in  spots  by  rains,  but  the  best  au- 
thorities say  that  reports  of  its  being  generally 
of  poor  quality  for  bread-making  are  errone- 
ous and  that  in  fact  the  protein  content  this 
year  is  above  the  average. 

Other  Farm  Products 

A  big  corn  crop  has  matured,  and  with  a 
large  carry-over  there  is  more  corn  in  sight 
than  ever  before.  This  has  depressed  the  price 
to  the  lowest  point  recorded  by  the  Chicago 


market  since  January,  1913.  Exports  are 
heavy;  but  Europe  is  not  accustomed  to  the 
use  of  corn,  and  at  best  exports  are  but  a  small 
percentage  of  the  crop. 

The  hog  market  has  been  going  the  wrong 
way,  from  the  farmer's  standpoint,  for  the 
last  month.  In  August  the  price  was  above 
$10  per  hundred  weight  in  Qiicago,  from  which 
a  decline  of  appro.ximately  $2  has  taken  place, 
to  the  lowest  figures  since  1916.  The  market 
for  corn-fed  cattle  has  been  fairly  good,  but 
gross  cattle  have  been  in  over-supply,  and 
yielding  unsatisfactory  returns. 

Oats  are  about  as  they  were  at  the  begin- 
ning of  September.  The  yield  was  of  light 
weight  generally  in  the  states  producing  the 
bulk  of  the  crop,  and  the  gross  cash  return 
per  acre  is  reported  at  about  $2.50  to  $v^.OO. 

Dairy  products  have  been  doing  consider- 
ably better  than  in  the  early  part  of  the  sum- 
mer, but  are  about  one-third  lower  than  at  this 
time  last  year.  The  drought  in  Europe  was  a 
favorable  influence,  and  butter  values  are  10 
or  12  cents  per  pound  above  the  low  point  of 
last  June.  Eggs  have  made  a  good  recovery 
and  promise  to  bring  good  figures  through  the 
winter. 

Tlie  Foreign  Market 

There  is  no  reason  to  complain  of  exports 
of  farm  products  at  this  time.  In  the  month 
of  August  for  the  first  time  this  year  they  ex- 
ceeded in  value  the  amount  for  any  corre- 
sponding month  of  1920.  Exports  of  meat 
and  meat  products  are  doing  particularly  well, 
running  above  those  of  the  corresponding 
months  of  last  year  and  of  pre-war  years. 

These  exports  are  entitled  to  attention  in 
view  of  the  suggestion  occasionally  made  that 
this  country  can  get  along  without  Europe  and 
enjoy  prosperity  within  itself.  It  is  true  that 
our  exports  amount  to  a  small  sum  in  value 
compared  with  the  total  of  our  domestic  trade, 
and  true  also  that  the  existing  state  of  unem- 
ployment in  this  country  could  be  largely  cor- 
rected by  a  readjustment  of  industrial  costs, 
but  the  fact  remains  that  agriculture  and  the 
primary  industries  are  developed  far  beyond 
the  consumptive  needs  of  this  country.  We 
consume  only  about  one-half  of  a  normal  cot- 
ton crop,  and  the  exportable  surplus  makes  the 
price  for  the  full  crop.  The  farmers  of  tlje 
South  have  shifted  a  moderate  part  of  their 
acreage  to  corn  this  year,  and  their  action  has 
helped  to  depress  the  price  of  that  grain.  Now 
the  farmers  of  the  principal  corn  states  are  dis- 
cussing the  feasibility  of  reducing  the  acreage 
in  com  by  ag^reement.  It  would  require  a  dras- 
tic readjustment  of  the  industrial  organization 
and  of  existing  property  values  to  make  this 
country  independent  of  Europe,  and  it  is  safe 
to  assume  that  few  people  are  going  to  direct 
their  own  business  with  that  end  in  view. 


The  Unbalanced  State  of  Industry 

It  does  not  appear  that  the  position  of  agri- 
culture or  any  of  the  primary  industries  is 
generally  improved.  The  cotton-producers 
have  gained  by  the  increased  value  of  their 
carry-over,  tobacco  and  dairy-products  arc 
bringing  better  prices,  and  wheat  is  on  a  re- 
munerative basis,  but  all  live  stock  is  down  to 
about  pre-war  prices.  Taken  as  a  whole  the 
prices  of  farm  products  are  so  far  out  of  line 
with  the  prices  of  manufactures  and  charges 
for  transportation  that  the  usual  exchanges 
cannot  be  made.  Hence  the  state  of  unem- 
ployment in  the  industrial  towns. 

We  have  a  letter  from  M.  R.  Benedict, 
Secretary  of  South  Dakota  Farm'  Bureau  Fed- 
eration, at  Huron,  in  which  he  writes  as  fol- 
lows of  the  effects  of  present  freight  rates  upon 
farm  products  grown  in  that  state : 

Feed  barley  shipped  from  Central  South  Dakota 
points,  brings  42c  on  the  Minneapolis  marlcet,  and  the 
rate  is,  I  believe,  22 %c  per  hundred,  or  about  lie  per 
bushel;  in  other  words,  more  than  25%  of  the  selling 
price  of  the  product  in  the  terminal  market  and  near- 
ly 60%  of  the  return  that  the  farmer  receives.  Oats 
are  bringing  at  small  towns  around  this  locality,  15c 
per  bushel.  It  costs  8c  per  bushel  to  ship  them.  There 
Is  of  course  very  little  advantage  to  the  farmer  in 
even  threshing  them  to  say  nothing  of  hauling  them 
to  market.  The  conditions  with  regard  to  corn  are 
very  much  similar.  The  return  on  all  of  these  crops 
is  far  less  than  the  actual  operating  cost  of  growing 
them  and  there  are  probably  not  10%  of  the  farms  in 
this  state  that  made  actual  operating  expense  this 
year. 

This  is  a  problem  that  must  be  considered  it  seems 
to  me.  not  alone  from  the  standpoint  of  present  ef- 
fect, but  also  from  that  of  the  future.  There  is  little 
question  but  that  a  continuation  of  present  conditions 
means  that  25  to  35%  of  farmers  in  all  of  these  states 
of  the  West,  even  in  centrally  located  states  like  Iowa 
and  Illinois,  must  go  out  of  business  next  year. 
They  simply  cannot  get  sufficient  return  from  this 
year's  crop  nor  credit,  to  go  on  with  next  year's  pro- 
duction. There  is  little  question  but  that  these 
western  railroads  must  have  volume  of  business  in 
order  to  be  profitable.  If  much  of  the  western  coun- 
try goes  back  to  range  conditions,  no  rate  that  can 
be  applied  will  make  these  railroads  profitable. 
•  •  •  •  Evidence  was  Introduced  in  the  recent 
hearing  at  Washington  to  show  that  Wisconsin  alone 
could  absorb  from  four  hundred  to  six  hundred  thou- 
sand tons  of  alfalfa  hay  if  it  could  be  gotten  there 
at  a  price  that  would  Justify  the  dairymen  in  feeding 
it.  The  return  to  the  grower  of  alfalfa  hay  in  west- 
ern South  Dakota,  which  is  normally  a  heavy  ex- 
porter of  this  product,  is  now  from  45c  to  $1.50  per 
ton.  It  costs  $3.50  per  ton  to  bale  this  hay  to  say 
nothing  of  raising  It  and  hauling  it  to  the  car.  Con- 
sequently, he  is  without  choice  in  the  matter  of 
handling  It.  and  must  let  it  stand  in  the  stacks.  In 
fact.  I  know  of  several  cases  where  hay  already  baled 
is  left  right  in  the  fields  because  it  does  not  pay  to 
haul  it  to  the  cars.  Yet  there  are  other  sections  even 
within  this  state  where  that  hay  is  badly  needed. 
Reliable  reports  from  western  South  Dakota  coun- 
ties indicate  that  there  Is  from  85  to  90%  of  the  1920 
alfalfa  crop  still  on  hand. 

The  disposition  of  this  large  excess  crop  that  would 
be  of  greatest  benefit  to  the  country  as  a  whole  would 
be  to  find  means  for  feeding  it  to  livestock  and  thus 
in  a  certain  sense,  store  it  up  for  future  use  in  the 
form  of  livestock  and  livestock  products.  Livestock 
is  the  natural  shock-absorber  for  under  and  over- 
production of  farm  crops.  But  freight  rates  at  pres- 
ent are  damming  up  the  natural  interchange  of  these 
products  to  such  an  extent  that  there  will  be  this 
year  very  serious  shortages  in  sections  not  greatly 
distant  from  large  oversuppUes. 
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The  above  is  a  sample  of  many  letters,  and 
while  the  writer  may  be  a  little  extreme  in  his 
prediction  of  abandoned  farms  in  luwa  and 
Illinois,  uncjuestionably  his  statement  of  facts 
is  substantially  correct.  The  railroad  com- 
panies are  not  interested  in  maintaining  rates 
under  which  traffic  cannot  move,  and  have 
made  many  reductions  since  the  last  increase 
was  made,  for  the  purpose  of  stinmlating  traf- 
fic. More  arc  understood  to  be  in  contempla- 
tion, but  in  some  way  the  railroads  must  ob- 
tain revenue  sufficient  to  meet  operating  ex- 
penses, and  pay  a  sufficient  return  upon  the 
capital  investment  to  induce  the  further  in- 
vestment in  their  securities  which  is  necessary 
to  maintain  and  improve  the  properties.  The 
farmers  themselves  are  as  much  interested  in 
this  as  in  obtaining  the  lowest  possible  freight 
charges. 

The  whole  business  situation  is  clogged  and 
obstructed  not  only  by  the  high  cost  of  rail- 
road operations  but  high  industrial  costs,  plac- 
ing goods  beyond  the  purchasing  power  of 
consumers.  This  is  the  principal  reason  why 
millions  of  men  are  out  of  work,  and  it  will 
have  to  be  squarely  faced  before  any  general 
recovery  can  take  place.  The  sunshine  cure 
is  no  remedy  for  this  situation.  Prosperity 
will  not  be  created  by  cheerful  talk  while  this 
unbalanced  state  of  industry  exists.  It  will 
not  be  created  by  unemployment  conferences 
unless  they  britig  about  an  imderstanding  of 
the  necessity  for  reducing  industrial  costs. 
Such  make-shifts  as  spreading  what  employ- 
ment there  is  to  include  the  unemployed  and 
creating  employment  upon  public  works  are 
at  best  effective  only  as  a  means  of  tiding  over 
a  temporary  situation,  and  are  chiefly  objec- 
tionable because  they  actually  postpone  the 
readjustments  that  are  necessary  to  the  res- 
toration of  a  normal  state  of  industry.  The 
natural  course  for  an  employer  to  pursue  when 
reductions  of  force  must  be  made  is  to  retain* 
the  oldest  and  most  worthy  employes,  and  it  is 
not  likely  that  many  will  be  persuaded  to  do 
otherwise. 

There  is  no  way  to  have  prosperity  except 
by  self-supporting,  balanced  industry — by  th** 
free  and  natural  exchange  of  products  and 
services — and  this  requires  that  the  compen- 
sation of  the  people  in  the  various  industries 
shall  be  on  such  a  basis  that  they  will  absorb 
each  other's  products. 

Where  Is  the  Fault? 

Who  is  responsible  for  this  situation?  It 
is  true  that  the^  country  is  rich  in  the  ele- 
ments of  wealth ;  food-stuffs  and  clothing  ma- 
terials exist  in  such  great  stocks  that  their 
very  abundance  seems  to  be  one  of  the  causes 
of  the  depression :  there  is  no  end  of  work 
needing  to  be  done.  Thi.'i  seems  to  show  that 
the    fundamental    conditions    arc    right,    and 


therefore  that  somebody  must  be  to  blame.  It 
is  said  that  society  owes  everybody  an  oppor- 
tunity to  earn  a  living,  but  that  is  very  general 
and  incomplete  statement.  Society  consists  of 
everybody ;  it  can  do  nothing  except  through 
organization,  and  has  never  been  very  success- 
ful in  attempts  to  provide  people  with  a  living. 

Over  in  Russia  they  have  been  trying  the 
most  extensive  experiment  ever  attempted  to 
provide  everybody  with  work  and  a  living,  and 
it  has  resulted  in  the  most  stupendous  social 
break-down  of  all  history.  In  this  country  we 
have  the  regime  of  personal  liberty,  with  the 
responsibility  upon  each  individual  to  find  his 
opportunity,  to  place  himself  where  somebody 
will  be  willing  to  pay  for  his  services,  and  to 
make  provision  for  his  own  needs.  The  group- 
ing of  workers  in  the  different  industries  is 
voluntary ;  they  make  their  own  bargains, 
singly  or  collectively,  and  the  products  of  each 
group  are  exchanged  in  the  markets  for  the 
products  of  the  other  groups,  upon  terms  that 
they  mutually  agree  upon. 

It  is  a  highly  organized,  specialized,  compli- 
cated system  of  industry,  very  effective  when 
well-balanced  and  in  full  operation,  but  easily 
disorganized,  because  it  is  inter-dependent,  and 
because  there  is  no  authority  over  it.  Nobody 
has  authority  to  send  one  man  to  till  the  soil, 
another  to  mine  coal,  another  to  work  on  a 
railroad,  and  so  on  throughout  the  industries, 
or  to  fix  the  basis  upon  which  their  products 
or  labor  shall  be  exchanged.  All  of  these  ar- 
rangements are  left  for  them  to  make  for 
themselves,  by  bargaining  at  will,  and  from 
this  state  of  freedom  results  the  confusion  in 
industry  that  exists  today. 

Responsibility  goes  with  power,  and  since 
there  is  no  central  authority  with  power  to  re- 
adjust the  industrial  organization,  so  that  all 
its  parts  will  be  in  right  relations  to  each 
other,  it  cannot  be  said  that  there  is  any  gen- 
eral responsibility  or  that  anybody  is  charge- 
able with  the  general  situation.  It  is  idle  to 
talk  about  the  obligations  of  society  to  its  in- 
dividual members  unless  it  is  proposed  to 
place  the  individual  members  under  more  defi- 
nite obligations  to  society,  and  to  place  in  the 
hands  of  somebody  representing  society  much 
greater  authority  over  individuals  than  is  now 
vested  anywhere. 

In  other  words,  if  we  want  to  make  some- 
body responsible  for  industrial  crises,  and  for 
unemployment,  and  all  the  other  ills  that 
trouble  us,  we  must  first  surrender  our  free- 
dom, and  place  ourselves  at  the  disposal  of 
that  somebody. 

The  Industrial   Forces  Must  Come  to  An 
Understanding 

A  general  state  of  confusion  exists  in  which 
the  exchanges  cannot  be  made  as  usual,  and 
production  slows  down.  The  individual  em- 
ployer cannot  go  on  making  goods  unless  he 


can  sell  them.  YVhen  his  outlet  is  closed  he 
shuts  down,  and  when  he  stops  buying  mate- 
rials and  paying  wages  an  outlet  for  other 
products  is  closed.  Employe)  s  and  employes 
are  alike  affected ;  it  is  not  a  situation  to  quar- 
rel over,  but  to  investigate  intelligently,  to 
find  the  original  cause. 

The  original  cause  in  this  case  will  be  found 
to  be  the  great  rise  of  prices  and  wages  which 
was  brought  about  by  the  war.  Wages  were 
advanced  because  the  cost  of  living,  which 
consisted  primarily  of  farm  products,  had  gone 
up.  As  wages  and  prices  went  up  closely  to- 
gether the  balance  was  fairly  well  maintained, 
but  it  was  inevitable  that  war  prices  would 
not  be  maintained  indefinitely  in  peace  times, 
and  farm  products  now  have  undergone  a  great 
decline,  while  wages  as  a  rule  have  not  been 
reduced  to  correspond. 

In  some  lines  wage  reductions  have  been 
very  considerable ;  in  others  but  slight  or  en- 
tirely absent.  The  coal  miners  have  taken  no 
reduction,  and  at  the  national  convention  re- 
cently held  one  of  their  spokesmen  announced 
that  when  the  existing  contract  expires  next 
April  they  will  ask  an  increase.  Coal  is  an  im- 
portant factor  in  manufacturing  and  transpor- 
tation costs. 

Railroad  wages  were  reduced  12  per  cent,  on 
July  1,  but  although  the  employes  have  been 
taking  the  pay  they  have  not  yet  formally  ac- 
cepted the  reduction,  and  a  strike  threat  is 
still  pending.  The  reduction  of  12  per  cent, 
however,  is  plainly  not  enough  to  permit  the 
reduction  of  transportation  charges  that  ought 
to  be  made. 

Qeneral  Atterbury  On  Wage  Problem. 

General  Atterbury,  vice-president  of  the 
Pennsylvania  Railroad,  was  invited  before  a 
meeting  of  the  Mutual  Beneficial  Association 
of  the  road,  composed  of  its  employes  a  few 
days  ago  and  in  his  informal  remarks  referred 
directly  to  the  wage  situation  in  the  follow- 
ing language : 

There  is  only  one  solution  to  the  problem,  and  that 
is  liquidation.  How  will  it  affect  us?  "Well,"  th« 
farmers  say,  "we  have  liquidated  and  are  selling 
wheat  at  $1  a  bushel."  The  industries  say  they,  too, 
havp  liquidated.  They  claim  steel  is  selling  at  pre- 
war prlcps,  for  example.  But  there  are  two  outstand- 
inK  features  in  liquidation  that  are  not  yet  materi- 
ally touched.     These  are  coal  and  transportation. 

Both,  curiously  enough,  have  been  touched  with  the 
damning  effect  of  Government  control.  Then,  too,  the 
farmers  are  united  and  the  indu.stries  are  solidly 
united.  They  both  say  to  the  railroads,  "get  your 
rates  down  or  we  will  get  them  down  for  you." 

Now,  the  question  is,  what  does  a  reduction  in 
rates  mean  to  us?  You  in  the  accounting  department 
know  our  earnings  today  are  Insufflcient  to  meet  In- 
terest, sinking  fund  charges  and  dividends.  Whatever 
we  are  doing  now  is  at  the  sacrifice  of  the  property. 

Already  there  has  been  a  12  per  cent  reduction  in 
wages.  It  has  effected  us  all.  You,  who  are  in  close 
touch  with  operation,  know  better  than  I  whether 
there  can  be  a  still  further  reduction  In  ooeration 
costs  or  use  of  material.  There  is  nothing  much  left 
but  a  still  further  reduction  in  wages. 

It  is  not  pleasant  for  me  to  have  to  suggest  to  you 
this  matter,  nor  Is  It  pleasant  for  you  to  hear.    That 


is  facing  us,  unless  we  want  a  receivership  or  Gov- 
ernment ownership. 

If  a  receivership  comes  to  the  country's  railroads 
there  will  be  nothing  left  then  for  them  to  do  but  to 
reduce  wages.  We  must  view  this  situation  as  citi- 
zens of  a  great  country,  with  a  duty  to  perform  out- 
side of  our  own  individual  selfish  feelings.  Rates 
must  come  down.  If  it  is  not  voluntarily,  it  will  be 
forced   by   legislation. 

As  General  Atterbury  was  leaving  the  room  he  was 
called  back  by  the  Chairman. 

"Everybody  in  this  room  who  is  with  the  General 
in  this,  raise  his  hand,"  called  the  Chairman.  All 
hands  were  raised.  The  General  thanked  them  for 
their  support  and  left. 

The  railroad  companies  should  not  have  to 
bear  the  whole  burden  of  insisting  upon  wage 
reductions.  It  is  a  readjustment  in  which  the 
public  is  interested,  and  the  public  should  give 
its  influence  in  support  of  the  companies.  The 
issue  whether  railroad  labor  shall  be  a  pre- 
ferred class,  fixing  its  own  compensation,  with- 
out regard  to  the  effect  upon  other  interests 
must  be  squarely  met.  In  the  long  run  a  fair 
adjustment  is  in  the  best  interests  of  railway 
employes,  for  the  destruction  of  traffic  or  the 
ruin  of  railway  properties  will  affect  them  un- 
favorably in  the  end. 

The  Test  of  Labor  Leadership 

The  existing  situation  presents  a  test  of  the 
quality  of  labor  leadership.  Has  it  the  fore- 
sight, the  wisdom  and  courage  to  act  for  the 
best  interests  of  the  whole  body  of  wage- 
earners  and  of  society  as  a  whole? 

There  is  no  real  conflict  of  interests,  for  no 
class  is  prospering  by  present  conditions.  The 
number  of  wage-earners  without  jobs  or  on 
part  time  shows  the  futility  of  attempting  to 
maintain  wage-rates  above  the  economic  level. 
The  stubborn  determination  not  to  yield  sim- 
ply delays  the  hoped-for  revival.  They  are  not 
engaged  in  an  argument  in  which  the  other 
party  may  be  convinced  or  coerced;  it  is  an 
argument  with  fate;  an  attempt  to  coerce 
economic  law. 

The  labor  organizations  have  great  power, 
which  they  may  exercise  for  good  or  ill.  They 
are  a  part  of  this  free  social  system,  which  is 
dependent  for  prosperity  and  progress  upon 
the  intelligent  co-operation  of  its  members. 
Nobody  can  force  them  to  work  for  wages  that 
they  are  unwilling  to  accept,  nor  on  the  other 
hand  can  they  force  other  people  to  buy  their 
products  or  services.  There  is  no  power  of 
coercion  anywhere,  except  the  general  eco- 
nomic law  which  says  that  unless  a  proprietor 
operates  his  works  he  may  be  forced  into 
bankruptcy  and  that  unless  a  wage-earner  has 
wages  he  may  be  reduced  to  hunger.  All  are 
interested  in  finding  a  basis  of  agreement  upon 
which  industry  can  be  restored  to  activity,  but 
nothing  can  be  done  except  by  agreement. 

Undoubtedly  the  responsible  labor  leaders 
are  in  a  trying  position.  One  of  them  is 
quoted  as  saying  that  "labor  unions  are  not 
organized  to  reduce  wages,"  they  are  expect- 


ed  to  secure  advances  rather  than  reductions. 
Leaders,  however,  depend  (or  their  lasting  in- 
fluence upon  their  ability  to  lead  wisely  and 
to  serve  the  real  interests  of  their  followers, 
which  means  that  they  must  serve  the  best  in- 
terests of  the  public  as  well.  There  is  no 
achievement  worth  while  for  any  class  unless 
it  promotes  the  welfare  of  the  entire  com- 
munity. There  is  a  fair  adjustment  of  rela- 
tions which  serves  every  interest  best,  because 
it  produces  the  greatest  aggregate  results.  Any- 
thing short  of  that  yields  less  to  every  par- 
ticipant. This  is  not  mere  sentiment  or  altru- 
ism, but  economic  law.  Labor  has  the  highest 
return  when  there  is  a  full  demand  for  all  of  it, 
and  when  all  the  productive  forces  of  society 
are  in  full  action. 

Money  and  Banking  Conditions. 

The  credit  situation  has  been  working 
easier  in  the  industrial  sections,  where  the 
slowing  down  of  business,  general  liquidation 
of  inventories  and  decline  of  prices  has  re- 
duced the  volume  of  loans.  The  loans  of  70 
New  York  City  banks  in  the  Federal  Reserve 
system  on  September  11  aggregated  $1,665,- 
000.000,  against  $6,052,000,000,  the  high  fig- 
ures of  the  inflation  period,  on  October  10, 
1919,  a  decline  of  22.4  per  cent.  The  interior 
banks,  however,  show  no  such  degree  of  liqui- 
dation. The  loans  of  810  member  banks  re- 
porting to  the  Federal  Reserve  Board,  most  of 
them  m  the  larger  cities  and  including  the 
New  York  City  banks,  on  September  14 
showed  a  decline  of  only  14.8  per  cent  from 
the  high  point,  which  for  them  was  on  October 
15,  1920. 

The  deposits  of  all  national  banks  declined 
from  $17,155,000,000  on  June  30,  1920,  to  $15,- 
142,000,000  on  June  30,  1921,  or  in  the  sum  of 
$2,013,000,000.  and  their  loans  and  discounts 
declined  in  the  same  period  from  $12,396,000,- 
000  to  $11,125,000,000,  or  $1,271,000,000. 

The  liquidation  of  the  reserve  banks  nat- 
urally has  been  by  a  higher  percentage  than 
that  of  the  member  banks,  as  it  is  only  the 
loans  in  excess  of  the  latter's  capacity  that 
are  passed  up  to  the  reserve  banks.  On 
September  21,  the  total  earning  assets  of  the 
reserve  banks  stood  at  $1,652,278,000,  as 
against  $3,309,588,000  on  September  24,  1920. 

The  total  earning  assets  of  each  of  the  twelve 
Federal  Reserve  banks  a  year  ago,  on  the  1st 
day  of  June  last  and  on  September  21,  were 
as  follows: 

Sept  24,  June  1,  Sept  21, 

1920  1921  1921 

Boston    $?86.470.000      $145,599,000      $109,462,000 

New    Tork 1,010,749.000        639.210,000        800,836.000 

Philadelphia  ,.      233.032.000        196.225,000         132,421,000 

Clovoland    29G.14r,.000        167.316.000        160.027,000 

Richmond    131.815,000        118.1B6.000        109,796,000 

Atlanta    140,155.000        126,663,000        123,251,000 

Chicago    556,738.000        355,450.000        265,896,000 

St    Louis 186,652,000  96,003,000  88,238.000 


Minneapolis   ..  84,^36,000 

Kansas    City.,  135.000.000 

Dallas     89.4;:7.000 

San  Francisco  249.16H.000 


74,662.000 

100,793,000 
70.345,000 

i8::.3n,ooo 


76,344,000 

92,590,000 

64,044,000 

129,373,000 


Total  $3,309,588,000  $2,269,732,000  $1,652,278,000 

These  figures  show  much  greater  liquida- 
tion for  the  eastern  reserve  banks,  which 
serve  the  commercial  and  industrial  interests 
chiefly,  than  for  the  western  and  southern 
banks  which  serve  the  agricultural  interests 
more  directly.  It  should  be  understood  in 
this  connection,  however,  that  on  September 
21  the  reserve  banks  of  Boston,  New  York  and 
Cleveland  were  holding  an  aggregate  of  $66,- 
476,000  of  paper  taken  from,  the  reserve  banks 
of  Richmond,  Atlanta,  Minneapolis  and  Dallas, 
to  enable  the  latter  to  extend  accommodations 
in  their  districts.  With  allowance  for  this 
paper  the  amounts  shown  in  the  table  above 
as  loans  on  September  21  should  be  increased, 
Richmond  by  $24,728,000;  Atlanta,  $16,430,- 
000;  Minneapolis,  $7,052,000,  and  Dallas.  $18,- 
266,000.  A  similar  state  of  affairs,  however, 
has  existed  throughout  most  of  the  year. 

It  should  also  be  said  that  the  member 
banks  of  all  the  central  cities  have  been  and 
are  now  lending  large  sums  to  their  corre- 
spondent banks  in  the  west  and  south. 

Interest  Rates 

The  Federal  Reserve  banks  of  New  York 
and  Boston  have  reduced  their  discount  rates 
to  5  per  cent. 

In  this  city  interest  rates  on  customers' 
paper  are  commonly  at  5}/^  to  6  per  cent,  with 
most  of  the  paper  on  the  latter  basis.  Com- 
mercial paper  is  ruling  at  about  the  same. 
Call  money  has  been  ranging  at  4^  to  5J/i. 
Ninety-day  acceptances  have  been  selling  on 
a  4J4  basis,  which  compares  with  6J4  at  the 
high  point. 

A  good  deal  of  corporation  money  released 
by  the  decline  of  industrial  operations  has 
been  going  into  acceptances  and  Treasury  cer- 
tificates. 

The  Treasury  on  September  8  made  a  com- 
bined offering  of  $600,000,000  in  Treasury 
paper,  consisting  of  3  year  Treasury  notes 
bearing  5J^  per  cent  interest,  6  months  cer- 
tificates bearing  5  per  cent  interest  and  1  year 
certificates  bearing  5j4  per  cent  interest. 

Subscriptions  for  the  three  issues  aggregated 
over  $1,500,000,000,  or  2%  times  the  offering, 
which  shows  the  amount  of  money  available 
for  that  class  of  offerings. 

Although  money  is  easier  and  cheaper,  and 
the  reserves  of  the  Federal  Reserve  banks  are 
higher,  money  is  not  generally  easy,  in  the 
sense  that  banks  are  eager  to  lend.  Many  of 
them  are  still  heavily  indebted  to  the  reserve 
banks,  and  have  unliquid  assets  that  they 
would  like  to  ^et  clear  of.  Some  of  them,  how- 
ever, are  getting  free  and  as  they  do  rates  at 


the  centers  weaken.  Activity  and  rising  prices 
in  the  bond  market  is  S3'mptomatic  of  an  in- 
crease of  available  funds. 

An  Example  of  Bank  Deflation 

We  have  a  letter  from  a  good  country  bank 
in  a  western  agricultural  community,  giving 
figures  of  its  condition  at  different  times  over 
the  past  seven  years,  and  as  they  illustrate 
graphically  the  rise  and  fall  of  bank  deposits 
and  the  acute  problem  thereby  presented  to 
bankers  generally,  we  are  giving  the  figures 
herewith : 

Aug.  1,  April  7,  April  19,      Aug.  3, 

1914  1917            1920            1921 

Deposita $447,424  $657,970  $951,710  $499,140 

Loans    376,023  547,500  926,899  663,470 

The  high  point  of  deposits  was  touched  on 
February  28,  1920,  when  deposits  were  $1,- 
068,000,  since  when  deposits  have  fallen  away 
over  one-half.  This  loss  in  deposits  resulted 
mainly  from  the  fall  in  the  prices  of  farm 
products,  the  income  of  the  community  de- 
clining faster  than  its  outgo. 

With  such  a  heavy  loss  of  deposits  this  bank 
was  forced  to  curtail  the  accommodations  it 
was  granting  in  that  community,  and  from 
April  19,  VMO,  to  August  3,  1921,  its  loans 
were  reduced  from  $926,899  to  $663,470,  or  a 
little  less  than  3U  per  cent.  They  remain  near- 
ly $.']()0,000  above  the  figures  of  1914.  If  the 
bank  had  been  obliged  to  rely  upon  its  own 
resources  it  could  not  have  met  the  demands 
of  its  depositors  without  a  greater  reduction. 
The  pressure  was  relieved  by  loans  from  the 
Federal  Reserve  bank  and  correspondent 
banks  at  the  centers. 

This  illustrates  iWhat  has  taken  place  gen- 
erally throughout  the  agricultural  sections, 
and  explains  the  mistaken  idea  prevalent  in 
those  sections,  that  the  Federal  Reserve  banks 
were  forcing  liquidation.  The  fact  is  that  the 
depositors  of  the  local  banks  were  forcing 
liquidation  by  drawing  down  their  balances. 
The  bank  referred  to  above  could  not  continue 
to  lend  as  much  money  with  deposits  at  $500,- 
000  as  with  deposits  at  $951,000.  It  was  obliged 
to  reduce  its  loans  as  deposits  fell  olT,  but  the 
pressure  was  relieved  to  some  extent  by  bor- 
rowing at  the  reserve  bank  or  elsewhere.  As 
a  matter  of  fact  the  reserve  bank  of  that  dis- 
trict extended  accommodations  to  its  member 
banks  not  only  up  to  the  limit  of  its  capacity 
but  borrowed  heavily  of  the  eastern  reserve 
banks  for  that  purpose. 

Moreover,  the  borrowings  of  the  large  banks 
in  the  eastern  centers  from  their  reserve 
banks,  which  have  been  critically  referred  to  in 
some  fiu.irters,  were  largely  for  the  purpose 
of  lending  to  country  correspondent  banks 
situated  as  this  one. 


The  Source  of  Bank  Credit 

Most  of  the  criticism  of  the  reserve  system 
and  of  the  member  banks  which  has  been  cur- 
rent in  the  past  year  has  come  from  persons 
who  have  a  vague  idea  that  the  banks  are  the 
original  source  of  credit.  That  is  a  miscon- 
ception of  their  function  and  services.  The 
banks  are  reservoirs  of  credit,  their  function 
being  to  gather  together  the  floating  cash  re- 
sources of  the  community,  and  to  make  these 
resources  more  available  and  effective.  It  is 
a  useful  function,  but  it  cannot  be  magnified 
into  the  function  of  supplying  credit  as  a  print- 
ing press  can  turn  out  money.  The  banks  are 
not  entitled  to  be  entrusted  with  any  such 
power.  The}'  may  properly  lend  what  the 
community  deposits  with  them,  and  no  more. 
The  deposits  of  a  community  depend  upon  its 
wealth-producing  activities.  When  a  carload 
of  wheat  or  hogs  is  shipped  out  of  a  farming 
community,  such  as  the  one  referred  to  above, 
it  creates  a  bank  deposit  corresponding  to  the 
sum  for  which  it  is  sold.  When  wheat  sells  for 
$2.50  per  bushel  it  creates  a  larger  deposit 
than  when  it  sells  for  $1.25  per  bushel,  and 
when  the  former  is  the  case  the  bank  can  lend 
a  larger  sum  than  when  the  latter  is  the  case. 
Therein  is  the  explanation  of  the  tight  money 
situation  that  has  existed  in  the  agricultural 
districts  during  the  past  year.  There  is  no 
system  under  which  a  bank  with  $1,000,000  of 
deposits  is  justified  in  lending  as  much  money 
as  a  bank  with  $2,000,000  of  deposits.  If  it  is 
done  at  all  it  must  be  done  by  borrowing,  and 
it  could  not  be  justified  except  in  an  emer- 
gency and  temporarily.  It  would  mean  a  pyra- 
mid of  credit,  exceedingly  dangerous  in  a  time 
of  shrinking  values. 

The  First  Obligation 

It  should  be  never  forgotten  that  the  first 
obligation  of  every  banker  is  to  keep  his  insti- 
tution solvent.  The  public  has  a  right  to  ex- 
pect him  to  do  this.  If  the  public  has  any 
reason  to  believe  that  he  is  not  guided  by  this 
purpose  it  will  storm  his  doors  in  an  effort  to 
withdraw  its  funds  from  his  keeping.  The 
banking  business  depends  upon  the  confidence 
of  the  public — upon  the  public  understanding 
that  depositors  have  the  first  claim  on  the 
funds.  If  there  is  any  question  about  that  the 
banking  business  will  disappear  off  the  face  of 
the  earth. 

This  is  just  as  true  for  the  reserve  banks  as 
for  the  member  banks.  They  hold  the  reserves 
of  the  member  banks,  and  it  is  of  the  highest 
importance  that  they  be  kept  solvent  and 
liquid.  They  should  lend  only  upon  quick  as- 
sets of  undoubted  value.  It  is  not  their  busi- 
ness to  support  markets  or  to  "carry"  debtors, 
but  to  handle  the  funds  entrusted  to  them  to 
carry  on  the  regular  trade  of  the  country,  and 
in  such  manner  as  will  permit  them  to  always 


meet  their  obligations.  They  can  render 
greater  service  to  the  country  by  keeping  their 
credit  unimpaired  and  discharging  their  strict 
functions  with  perfect  fidelity  than  by  attempt- 
ing such  visionary  and  impossible  feats  as  try- 
ing to  sustain  the  prices  of  all  products  in  the 
United  States  when  they  are  falling  all  over 
the  world.  Governor  Harding,  of  the  Federal 
Reserve  Board,  gave  a  complete  justification 
for  the  Board  when  he  said  that  its  policies 
were  guided  by  a  purpose  to  protect  the  sol- 
vency of  the  system. 

The  Federal  Reserve  banks  have  rendered 
enormous  service  to  the  country  in  the  emer- 
gency through  which  it  has  been  passing,  be- 
cause confidence  in  their  solvency  and  ability 
to  meet  a  crisis  has  been  sustained.  If  that 
confidence  had  been  lost  chaos  would  have 
ensued,  and  the  losses  of  the  country  would 
have  been  enormously  greater.  That  confi- 
dence could  not  be  retained  if  the  banks  were 
conducted  upon  any  but  sound  banking  prin- 
ciples. Public  confidence  is  the  greatest  asset 
of  the  system — the  asset  most  valuable  to  the 
country.  On  no  account  should  it  be  put  at 
hazard,  by  entrusting  managers  or  even  the 
Federal  Reserve  Board,  with  the  task  of 
sustaining  markets.  Let  markets  eo  as  they 
may,  and  let  the  people  who  wish  to  bet 
on  them  do  so  with  their  own  money  or  the 
money  they  can  borrow  elsewhere,  but  the 
Federal  Reserve  banks  should  be  kept  abso- 
lutely safe  at  all  times  from  market  risks. 

Panama  Canal  Tolls. 

It  is  reported  from  Washington  that  the  ad- 
ministration is  desirous  of  a  postponement  of 
further  consideration  of  the  pending  bill  to  re- 
lieve our  coastwise  shipping  from  the  payment 
of  canal  tolls  until  after  the  international  con- 
ference for  the  limitation  of  armaments. 
Doubtless  it  is  well  to  avoid  on  the  eve  of  the 
conference  a  debate  in  which  irritating  or  pro- 
vocative statements  might  be  made,  and  cer- 
tainly it  would  be  unfortunate  at  this  time, 
when  the  United  States  has  assumed  the  lead- 
ing part  in  a  movement  to  substitute  the  meth- 
ods of  friendly  conference  and  mutual  under- 
standing for  the  methods  of  aggressive  asser- 
tion and  armed  force,  to  have  this  country  take 
an  action  which  Great  Britain  would  certainly 
regard  as  violating  its  treaty  rights  and  con- 
cerning which  all  other  countries  probably 
would  side  with  Great  Britain. 

It  cannot  be  too  strongly  urged  that  the 
high  purpose  of  limiting  and  eventually  abol- 
ishing expenditures  upon  armaments,  and  of 
settling  all  differences  that  arise  between 
countries  by  peaceful  means,  depends  for  real- 
ization upon  mutual  good-will,  regard  for  each 
other's  feelings  and  opinions,  and  scrupulous 
regard  for  treaty  obligations.    It  depends  fur- 


thermore upon  the  development  of  a  knowl- 
edge of  mutual  interests.  The  whole  world 
must  learn  that  every  country  has  more  to 
gain  by  policies  that  serve  the  common  inter- 
ests than  by  policies  that  attempt  to  gain  a:: 
advantage  for  one  country  over  others.  In 
international  relations,  as  in  the  relations  be- 
tween capital  and  labor,  the  world  will  not 
get  very  far  toward  permanent  peace  until 
there  is  a  better  understanding  of  the  true 
harmony  of  interests,  and  a  disposition  to  show 
consideration  for  others  where  their  interests 
are  involved 

1'oll    Controversy    Unfortunate. 

The  Isthmus  of  Panama  is  one  of  the  great 
cross  roads  of  the  world's  commerce.  It  is  not 
territory  of  the  United  States,  and  this  nation 
has  been  among  the  nations  most  insistent  that 
by  the  law  of  common  interest  all  the  world 
had  certain  rights  of  transit  and  of  equal 
treatment  there,  no  matter  what  sovereignty 
existed  over  the  territory',  or  who  owned  pro- 
prietary rights  in  the  canal.  The  United 
States  never  can  get  away  from  the  fact  that 
it  has  steadfastly  j>roclaimed  this  doctrine,  and 
it  should  not  want  to  get  away  from  that  rec- 
ord, for  it  embodies  a  principle  upon  which  all 
international  relations  must  be  ultimately 
based,  if  war  is  to  be  abolished. 

It  will  be  very  unfortunate  to  have  any  con- 
troversy over  the  question  of  Panama  tolls, 
either  before  the  international  conference  or 
afterward.  If  we  are  intending  to  insist  upon 
an  advantage  for  our  own  coasting  trade,  re- 
gardless of  the  interpretation  which  other 
countries  give  to  our  treaty  compact,  perhaps 
it  would  be  more  creditable  for  us  to  take  the 
action  in  advance  of  the  conference  than 
afterward,  and  boldly  face  it  out  in  the  confer- 
ence. In  that  case  we  will  have  violated  the 
spirit  of  the  conference  of  which  we  are  chief 
sponsor  immediately  before  its  meeting  instead 
of  immediately  after.  There  may  not  seem  to 
be  much  choice,  but  in  the  former  case  it  at 
least  could  not  be  said  that  we  had  felt  encour- 
aged to  disregard  the  opinions  of  other  govern- 
ments by  the  agreements  of  the  conference. 

The  TariflP  Act. 

The  new  tariff  is  held  up  under  protests 
from  many  quarters  and  it  is  probable  that  the 
existing  emergency  schedules  will  be  main- 
tained in  force  for  some  time.  The  pending 
Fordney  bill  is  apparently  drawn  with  a  view 
to  preventing  imports,  but  without  considera- 
tion of  the  fact  that  preventing  imports  auto- 
matically raises  barriers  to  exports.  Nobody 
wants  to  cxi)ort  commodities  unless  he  can  be 
paid  for  them,  and  there  is  no  way  by  which 
foreign  countries  can  make  payments  but  in 
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their  products.     The  more  difficult  we  make 
it  for  foreign  goods  to  enter  this  country  the 
more  difficult  we  will  find  it  to  sell  our  prod 
ucts  abroad,  and  to  collect  the  debts  already 
owing  to  us. 

Objections  to  New  Plan. 

The  delay  over  the  new  bill  is  largely  due 
to  the  vigorous  opposition  raised  to  what  is 
called  the  American  valuation  plan.  In  the 
past  our  ad  valorem  duties  have  been  levied 
upon  the  basis  of  the  foreign  invoice,  which 
shows  the  price  paid  for  the  goods  by  the  im- 
porter. That  is  a  definite  thing,  and  the  im- 
porter knows  when  he  buys  the  goods  pre- 
cisely what  the  import  duties  will  be.  The 
new  plan  is  to  levy  the  duties  upon  the  whole- 
sale value  of  competitive  domestic  merchan- 
dise in  the  American  market.  This  plan  is 
objected  to,  first,  because  of  uncertainty  as  to 
the  basis  of  the  computation,  and,  second,  be- 
cause of  the  time  which  must  elapse  between 
the  date  of  contracts  abroad  and  the  date  of 
importations.  Imported  goods  are  commonly 
bought  six  months  or  so  before  importation, 
and  important  changes  may  take  place  in  do- 
mestic values  in  that  time.  The  change  ob- 
viously involves  the  customs  charge  in  uncer- 
tainty and  where  the  charge  is  so  large  as  in 
many  cases  the  bill  proposes  to  make  it,  a 
serious  obstacle  to  business  is  raised. 

Qerman  Industrial  Capacity. 

The  main  reason  for  the  change,  it  may  be 
assumed,  is  to  make  the  duties  high  enough  to 
effectively  control  importations  from  the  coun- 
tries with  depreciated  currencies,  which  just 
now  are  causing  what  in  our  opinion  is  an 
undue  state  of  alarm.  It  might  be  thought 
from  reading  the  scare  stories  about  German 
competition  that  the  Germans  had  the  indus- 
trial capacity  to  do  all  the  work  of  the  world. 
In  fact  their  capacity  is  no  greater  than  be- 
fore the  war.  They  were  very  busy  and  ef- 
fective in  competition  before  the  war,  and  yet 
the  rest  of  the  world  found  enough  to  do. 
They  are  not  more  formidable  in  industrial 
ability  or  equipment  than  they  were  then,  and 
the  low  value  of  their  currency  is  not  on  the 
whole  or  for  the  long  run  a  source  of  strength. 
It  hampers  them  seriously  in  the  purchase  of 
raw  materials.  They  are  under  a  serious 
handicap  also  from  the  requirement  that  26 
per  cent  of  the  value  of  all  their  exports  must 
be  paid  into  the  reparations  fund.  The  so- 
called  advantage  which  they  have  in  the  de- 
preciation of  the  mark  is  a  fact  which  is  caus- 
ing the  German  authorities  and  financiers  the 
greatest  anxiety.  At  the  latest  quotation,  117 
marks  to  the  dollar,  it  seems  on  the  verge  of 
disappearance,  along  with  the  Polish  mark 
and  Austrian  crown. 
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Lower  prices  of  the  principal  articles  of  in- 
ternational trade  are  responsible  for  a  large 
share — probably  a  larger  share  than  we  gen- 
erally realize — of  the  fall-off  in  the  foreign 
trade  of  the  United  States,  and  in  fact  of  all 
nations.  Our  own  imports  in  the  eight  months 
ending  with  August,  1921,  were  but  $1,693,- 
000,000  against  $3,995,000,000  in  the  same 
months  of  1920,  and  the  exports  only  $3,227,- 
000,000  against  $5,475,000,000  in  the  same 
period  of  last  year ;  a  fall  of  57  per  cent  in  the 
value  of  the  imports  and  41  per  cent  in  the 
value  of  the  exports.  But  it  is  only  when  we 
compare  the  prices  at  which  the  principal  ar- 
ticles were  imported  and  exported  in  1920  with 
those  of  the  same  period  of  1921  that  we  real- 
ize the  important  part  which  lower  valuations 
have  had  in  this  tremendous  decline. 

Some  Examples  of  Export  Values 

A  few  examples  will  illustrate  and  justify 
the  above  assertion.  The  quantity  of  raw 
cotton  exported  in  the  first  eight  months  of 
1921  was  practically  the  same  as  in  the  cor- 
responding months  of  1920  (1,958,818,000 
pounds  in  the  eight  months  of  1921  against 
1,982,688,000  in  the  same  period  of  1920),  yet 
the  value  of  the  1921  exports  was  but  $274,- 
000,000  against  $820,000,000  for  the  latter 
period,  the  average  export  price  per  pound 
in  the  eight  months  of  1921  having  been  but 
14c  against  an  average  of  a  little  over  41c 
a  pound  in  the  corresponding  months  of  1920. 
The  quantity  of  cottonseed  oil  exported  in  the 
eight  months  of  1921  was  practically  double 
that  of  the  same  months  of  the  preceding  year, 
yet  the  value  was  only  $21,000,000  in  the  eight 
months  of  1921  against  $25,000,000  in  the  same 
months  of  1920.  Wheat  exports  in  eight 
months  of  1921  showed  an  increase  of  103  per 
cent  over  the  same  months  of  1920,  while  the 
total  value  increased  but  22  per  cent.  Lard 
exports  increased  60  per  cent  in  quantity  but 
the  value  actually  decreased  10  per  cent  in 
that  period ;  and  bacon  exports  which  de- 
creased 26  per  cent  in  quantity  fell  off  50  per 
cent  in  value. 


Average  Prkc  Comparison 

Further  evidence  of  the  great  importance  of 
prices  in  the  decline  of  our  import  and  export 
trade  figures,  is  found  in  a  comparison  of  the 
average  import  or  export  price  of  certain  im- 
portant articles  in  July,  1921,  with  that  of  July, 
1920,  both  on  the  import  and  export  side.  Cof- 
fee, for  example,  of  which  the  United  States 
consumes  one-half  of  the  world's  product, 
shows  an  average  import  price  in  July.  1921, 
of  lie  per  pound  against  20c  in  July,  1920; 
raw  sugar  imported  in  July.  1921,  averaged, 
according  to  the  official  figures  of  the  De- 
partment of  Commerce  3.2c  a  pound  against 
16c  in  the  same  month  of  last  year;  tea  19>^c 
a  pound  against  34c  a  year  ago;  cocoa  6J^c 
a  pound  against  17j^c;  and  olive  oil  $1.69  a 
gallon   against  $3.64  in   the   same   month   of 

1920.  In  the  principal  articles  required  for  use 
in  manufacturing,  the  fall  of?  in  price  is  equally 
startling.  Raw  cotton  imported  in  July,  1921, 
was  valued,  by  the  Department  of  Commerce, 
at  ISy^c  a  pound  against  60c  for  the  cotton 
imported  in  July.  1920;  carding  wool  lie  per 
pound  against  60c;  indiarubber  15c  a  pound 
against  44c ;  cattle  hides  ll^c  a  pound  against 
32c;  goatskins  33c  a  pound  against  $1.27;  and 
ground  wood  pulp  $19.42  a  ton  against  $72.78 
in  July,  1920,  while  chemical,  unbleached, 
wood  pulp  averaged  in  the  imports  of  July. 

1921,  $72.21  per  ton,  against  $134.42  per  ton 
in  July,  1920.  On  the  export  side,  the  fall  in 
the  principal  articles  which  we  supply  to  other 
parts  of  the  world  is  equally  startling.  Cot- 
ton exported  in  July,  1921,  went,  according  to 
the  official  statements  of  the  Department  of 
Commerce,  at  11.3c  per  pound  against  41.1c 
in  the  same  month  of  last  year ;  cotton  cloths, 
unbleached,  7.9c  per  yard  in  July,  1921,  against 
26.5c  in  July,  1920;  wheat  $1.50  per  bushel 
against  $2.96  one  year  ago;  corn  71c  a  bushel 


Average  monthly  import  prices  of  principal  aril- 
clea  entering  the  United  States  in  January  and  July 
o/  1920  and  1921: 


Jan. 

1920 


July 

1920 


Jan. 

1921 


July 
1921 


Sugar,   raw  lb.  |0.10  .161  .061       .032 

Coffee lb.  .226  .204  .10         .113 

Cocoa    „ — .„_ — lb.  .178  .177  .08*       .066 

Tea     lb.  .234  .34  .191       .194 

Copper    „ lb.  .206  .186  .152       .124 

Tin,  pigH  and  bars.....Ib.  .554  .634  .446       .30 

Cotton,    raw   .„ lb.  .476  .602  .283       .186 

Wool,   Carding  lb.  .446  .605  .242       .111 

Silk,   raw  lb.  10.07  7.76  6.02       5.34 

India  Rubber  lb.  .421  .44  .294       .152 

Cattle  Hides  lb.  .366  .319  .172       .114 

Goatskins    lb.  .966  1.27  .481       .827 

Sheepskins    „ lb.  .424  .533  .247       .190 

Pig  Iron   ton  30.18  69.25  72.02     35.69 

Bar  Iron   ton  89.00  184.80  131.40     64.44 

Cheese    „. .....lb.  .397  .366  .359       .282 

Cocoanut   Oil   >lb.  .165  .148  .113       .082 

Soya    Bean    Oil lb.  .138  .112  .051       .041 

Olive   on    „ gal.  2.52  3.64  2.59       1.69 

Wood  Pulp,  Chemi- 
cal,   unbleached ton  110.00  134.42  128.93     72.21 

Wood  Pulp,  ground..ton  41.13  72.78  62.76     19.42 


against  $1.81;  bituminous  coal  $5.75  per  ton 
against  $9.33;  copper  13.2c  a  pound  against 
19.8c ;  refined  sugar  4.8c  against  9.9c  a  pound 
one  year  ago ;  potatoes  $1.50  per  bushel  against 
$3.28  in  July  of  last  year;  pitch  pine  lumber 
exactly  one-half  the  price  per  M  feet  in  July, 
1920;  pig  iron  $25.80  against  $51.66;  and  men's 
boots  $3.30  per  pair  against  $5.45  in  the  corre- 
sponding months  of  last  year. 

Further  Details  in  the  Tables 

The  tabulations  printed  herewith  show  the 
average  import  and  export  price  in  1920  and 
1921  of  twenty  principal  articles  forming  the 
import  and  export  trade  respectively,  the  im- 
port prices  being  those  of  the  articles  in  the 
countries  from  which  the  merchandise  is  ex- 
ported to  the  United  States,  the  valuation 
being  based  by  the  Department  of  Commerce 
upon  the  exchange  value  of  the  currency  in 
which  their  values  are  stated  on  their  expor- 
tation to  the  United  States ;  the  export  prices 
are  those  at  the  port  of  exportation  from  the 
United  States.  Examination  of  these  tables, 
which  show  the  average  import  and  export 
prices  in  January  and  July,  1920,  compared 
with  those  of  January  and  July,  1921,  makes  it 
readily  apparent  that  the  decline  in  prices  be- 
gan to  make  itself  distinctly  visible  in  July, 
1920,  and  continued  downward  to  July,  1921, 
when  they  stand  in  most  instances  at  50  to 
60  per  cent  below  those  of  July,  1920. 

But  while  these  individual  instances  of  a 
big  fall  in  the  unit  value  of  the  most  important 
factors  in  our  foreign  trade  are  of  them- 
selves suggestive,  an  equally  impressive  evi- 
dence of  the  part  which  lower  prices  play  in 
the  reduction  of  foreign  trade  totals  is  found 
by  comparing  the  percentages  of  fall  of  total 
values  in  all  imports  or  exports  with  the  per- 
centage of  advance  or  decline  in  the  quanti- 


Average  monthly  export  prices  of  20  principal 
articles  passing  out  of  the  United  States  in  January 
and  July  of  1920  and  1921 : 

J.Tn.          July  Jan.      July 

1920          1920  1921      1921 

Corn     bush.     »1.47  $1.81  $0,964  $0.71 

Wheat    bush.       2.48  2.96  2.18       1.50 

Flour    bbl.     11.18  11.05  8.90       7.05 

Coal,   Bituminous   ....ton       5.60  9.33  7.60       5.76 

Copper,  pigs,  etc lb.        .206        .198  .142      .182 

Cotton,    raw   _ lb.         .408        .411  .198       .113 

Cotton.   Cloth,   unbl...yd.        ^04        .266  .174       .079 

Pig  Iron  ton     86.40  51.66  54.28     25.80 

Steel   Billets   ton     65.00  65.90     122.67     37.80 

Sole   Leather   lb.        .58          .514  .882      .40 

Men's   Boots   pair      4.66  5.45  4.20       3.30 

Women's    Shoes    ....pair      8.77  4.70  8.40       2.70 

Fresh   Beef   lb.         .208         .19  .19         .127 

Bacon    lb.         .264         .226  .213       .161 

Lard     lb.         .277         .221  .188       .122 

Cottonseed    Oil    lb.         .226         .21  .116       .077 

Sugar.   Ref lb.         .088         .099  .077       .048 

Leaf   Tobacco   lb.         .456         .605  .45         ,382 

Potatoes     bush.       2.00  3.28  1.47       1.50 

Pitch  Pine  Lumber 

Mtt     50.76  62.30  58.80    31.46 
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Imports  of  50  principal  articles  in  which  weight 

-.an  be  shown,  in  first  7  months  of  1920  and  1921, 
oith  percentages  of  increase  or  decrease  in  1921 
.then  compared  with  1920: 

Pounds  Pet.  of  Dollars        Pet.  of 

(000  omitted)     inc.  or  (000  omitted)    inc.  or 

7  Mo.  7  Mo.  dec.  In  7  Mo.  7  Mo.  dec.  in 

1920  1921      1921  1920  1921      1921 

Alnmlnnm          26M3  24.802  —    7  $7,971  $5,595  —  30 

Bananas         Q.a-ie.OOO  2,514.800  +     7  11.479  11.479  —.01 

Bags,    Jute         34,706  47,507  +  3C  0.027  3,041  —  49 

Bristles                  2,306  1.817  —  21  4.278  3,148  —  33 

Butter                  22,855  11,024  —  49  11.789  4,950  —  57 

Burlaps              347,557  284,149  —  18  58.805  20,328  —  55 

Carbide 

Calcium           44,846  70.003  +  57  1,693  2,826  +  66 

Cattle                  124,957  64,416  —  48  8,565  3.036  —  37 

rheese                    9,071  9.S73  +     8  3.2(M  3,209  +.01 

Cigars                    3.150  1,191  —  65  8,422  3,291  —  61 

3over  Seed         22.414  30.072  +  34  7.071  3.875  —  48 

Coal                 1,320,559  1,215.007  —    8  3.519  3.611  +     3 

rocoa                  2.%,814  223,249  —  11  43,839  16,491  —  62 

Coffee                 824,584  820,631  +    .3  176.219  83,030  —  52 

Copper  In  

Ore                    72,042  54,746  —  23  13,555  8,200  —  39 
Copper  In 

pigs,  etc.       288.287  153.442  —  48  44.747  20.892  —  53 

Copra                  110.927  103.077  —    7  8.243  4.153  —  50 

Cotton,  raw       247.919  01.095  —  75  116..528  14.049  —  88 

Cotton,  cloth      26,140  12.010  —  54  36,587  14.619  —  80 

Creosote  Oil       43..';92  120.992  +177  981  3.136  +229 

Fibers                 539,840  3<i7.520  —  28  5t.S04  25.805  —  50 

F-Iaxseed           873,544  341,992  —  61  49..360  9.649  —  80 

Flour  34,603  150,489  +334  2,066  6,628  +228 
Gum 

Camphor           3.243  1,111  —  65  5,750  785  —  85 

Gum  Chicle           8.716  5.079  —  24  4,7.85  2,6J55  —  44 

Cum  Copal  44,611  8,927  —  80  6,700  1,137  —  81 
0  am 

Shellac             63.019  101.542  +  62  3,662  4,088  +  22 

Hides                  367.645  108.087  —  46  193.887  80,790  —  81 

Lead                      85,374  .39,670  —  36  3.789  1.S42  —  64 

Manganese       527.400  665.280  +  26  5.279  2,770  —  48 

Meats,  freeh       43.904  36,703  —  16  7,032  4.417  —  37 

Olive  Oil  18,160  24,432  +  45  6579  6,145  —  2 
Paper, 

newsprint      779,(M3  832.974  +     6  32,747  48,170  +  47 

Petroicura  15,801,032  25,602,264  +  82  28,159  48,923  +  «2 
Quebracho 

Ettract  63.019  101,542  +  02  3.662  4,686  +  28 
Rice  105,868  48,180  —  67  10,965  1.970  —  82 
Itubber  416,982  189,001  —  54  185,219  41,295  —  77 
Silk,  raw  21,CT5  23,205  +  9  227.348  130,2.57  —  43 
Silk,  waste  8,728  2,737  —  58  11.038  2,727  —  75 
Silk,  artlflclal  1,405  2,578  +  72  5,201  4,416  —  15 
Soda,  Ni- 
trate 1,848,598  632.213  —  flS  37,571  13,803  —  6S 
Splcea  43.733  33.211  —  19  8.746  3,555  —  59 
Sugar  5.670,298  3,860,657  —  31  684,207  177,053  —  74 
Sulphur  Ore  40fl.!j20  262,082  —  47  1,120  523-53 
Tea  53,002  30.812  —  43  14.624  5,377  —  63 
Tin,  ore  35,840  17.920  —  50  12.218  3.753  —  69 
Tin.  Pigs  88,503  23.087  —  72  49,950  8,U5  —  84 
Tobacco,  leaf  85,530  29,491  —  47  48,630  S2,6.'>7  —  33 
Wheat  182,495  1,131.017  +520  7J574  .W.958  +309 
Wool,  raw  199,064  257,655  +  30  105,374  52,322  —  50 
Wood  pulp        904,960  445,760  —  51  35,672  17,736  —  80 


Exports  of  50  principal  articles  in  which  weight 

can  be  shown  in  first  7  months  of  1920  jnd  1921, 
with  percentages  of  increase  or  decrease  in  1921 
when  compared  with  1920: 

Pounds  Pet.  of  Dollars        Pet.  of 

(000  omitted)     inc.  or  (000  omitted)    inc.  or 

7  Mo.         7  Mo,  dec.  in  7  Mo.  7  Mo.  dec.  in 

1920  1921      1921  1920  1921      1921   | 

ADDles                  77.250  206.250  +167  4,960  9,639  +  94' 

Apricots                7,181  7,103  —    1  1.896  1,270  —  32 

Autos,   Com'l     54,000  13,000  —  72  28,183  7,799  —  72 

Autos,   pass.     207,000  57,000  —  78  98,059  22,343  —  77 

Bacon                 395,417  264,688  —  32  99,711  46,(53,5  —  54 

Barley                337,700  522.()00  +  54  ll,39(i  9,448  —  17 

Bars,  steel         813,763  342.052  —  57  29,877  12.000  —  60 

Beef,  fresh          82,180  9,028  —  88  16,411  1.024  —  90 

Binder  Twine    43,437  53,252  +  23  6,374  7,758  +  18 

Bolts,  Nuts, 

etc.                    49,920  43,566  —  12  3,800  4,146  +     8 

Butter                  15,529  5.825  —  62  9.(M3  2,3.J8  —  73 

Cheese                  13.300  9,485  —  28  4,059  2,121  —  48 

Cigarettes            30.918  14,.550  —  53  23.722  9.333  —  61 

Coal,  anthr.   5,258,560  5,770,240  +     9  24.848  27,965  +  12 

Coal,  Bit.  34,585,000  32,630,080  —  6  112,579  93,230  —  17 
Copper, 

pigs,  etc.        449,432  .134.827  —  25  92,113  47,045  —  49 

Corn                    543,064  4,072,370  +044  10,062  .')8,194  +261 

Cotton,  raw   1,907.920  1,704.1.10  —  11  792.1.50  2iS.r>T2  —  69 

cloths             137.029  68,785  —  49  151,977  40,621)  —  73 

Cotton, 

cloths              137,029  88,785  —  49  151,977  40,629  —  73 
Cotton, 

Yarn                  13,112  8,829  —  33  11.057  3.690  —  67 

Eggs                     16,036  10,300  +     2  7,78«  5,232  —  33 

Fertilizers      1.928.640  1,1.37,920  —  41  23,797  9.418  —  61 

Flour               2.773,204  1,823,348  —  34  158,105  70,568  —  65 

Hams                  132,412  138,578  +     4  35,909  28,745  —  20 

Hides                    13,587  12.7.^'^  —    6  5.231  1.928  —  63 

Hops                     16,840  12.109  —  27  11,819  4,518  —  62 

Lard                    333,332  503.507  +  51  82,130  69.831  —  15 

Lard.  Comp.  18,801  31,070  +  63  4,680  3,544  —  23 
Lard, 

Neutral             16,216  15,110  —    7  4,1.57  2,296  —  45 
Leather, 

sole  16,050  6,944  —  57  8,896  2,697  —  70 
Locomotives  153.750  103.800  —  32  32.594  21,622  —  32 
Malt  84,502  217,464  +154  4,418  8,624  +  95 
Milk,  cond.  309A32  152.102  —  51  47.195  20,684  —  58 
Nails  115X83  47,322  —  59  7,167  3,207  —  55 
Oil  Cake  266,105  623,108  +135  9,521  12,563  +  32 
OU,  cotton- 
seed 106,453  207,576  +  97  24,035  20,340  +  17 
Oil.  Min- 
eral 14,171,944  12,938,184  —  9  298,470  254,804  —  14 
Oil,  Oieo  .39,791  81,095  +103  10,237  9,312  —  9 
Paratrin  236,675  112,101  —  53  20,430  7.111  —  64 
Pipes,  iron  399.782  728.600  +  82  20,450  48,192  +  82 
Pork,  fresh  19,984  44,101  +120  4,914  7.612  +  55 
Prunes  59,260  50,111  —  15  9,328  3,554  —  61 
Raisins  33,328  5,329  —  84  5,191  1,152  —  76 
RaUs,  Bteel  745,920  575,083-23  19,.596  1.1,094-20 
Rice  279.192  .T72.881  +  33  .30.154  12.491  —  59 
Rye  2,038,288  1,030,344  —  49  77,223  31,000  —  60 
Sheets  and 
Plates, 

Iron              1,496,908       903,219  —  39  50,991  36,830  —  28 
Structural 

Steel                5,30,.S80  548,800  +     3  17,755  22,783  +  28 

Sugar,  ref.        820,794  573,147  —  30  82,787  33,209  —  00 

TInpiate            313,669  173,150  —  45  24,048  13,790  —  42 

Tobacco,  leaf    277,751  318,056  +  13  149.435  1.16.384  —    9 

Wire                   373.150       170.790  —  54  20.475  10,3.S2  —  50 

Wheat             4,330.880  8.88.f.960  +105  198.372  2.57.864  +  30 


Total  35.546.0ei  41,382,250  +  10  2,422,»40     907,606  —  M)  Total         77,562,421  78,700,291  +2.2  3,051,789  1,839,513  —39.7 


ties  of  merchandise  representing  these  value 
figures.  If,  for  instance,  we  find  that  the 
total  quantities  of  merchandise  imported  or 
exported  in  1921  are  practically  the  same  as  in 
1920  but  that  the  total  value  figures  show  big 
declines,  we  are  still  further  sustained  in  the 
theory  that  the  fall  off  is  largely  the  result  of 
lower  prices  of  the  principal  articles  forming 
the  trade  in  question. 

Exports  and  Imports  of  Foreign  Countries 

While  a  complete  comparison  of  the  change 
in    total    quantities    imported    or    exported 


with  those  in  total  values  is  not  practicable  in 
the  case  of  the  United  States,  which  does  not 
report  the  quantities  of  all  merchandise  im- 
ported or  exported,  such  comparison  is  prac- 
ticable in  the  case  of  certain  other  countries 
which  publish  figures  of  the  total  weight  of 
their  imports  and  exports  respectively  and 
present  them  in  conjunction  with  the  figures 
of  total  value.  A  considerable  number  of  for- 
eign countries,  especially  in  Europe,  publish  in 
their  official  trade  reports  the  total  quantities 
in  pounds,  tons  or  quintals  of  all  merchandise 
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imported  and  exported  and  in  close  conjunc- 
tion with  them  a  tabulation  of  the  total  value 
of  the  imports  and  exports  respectively ;  and 
a  comparison  of  their  figures  of  total  quan- 
tities of  merchandise  entering  or  leaving  the 
country  with  the  total  value  figures  of  their 
imports  and  exports  gives  further  evidence 
that  lower  prices  play  an  important  part  in 
the  reduction  of  their  trade  values  in  1921  as 
compared  with  1920. 

The  official  figures  of  a  few  of  the  more  im- 
portant countries  illustrate  this  method  of 
comparing  the  increase  or  decrease  of  quan- 
tities with  those  of  values.  In  the  case  of 
France,  th«;  total  weight  of  all  merchandise 
imported  in  the  first  seven  months  of  1921  is 
M  per  cent  less  than  in  the  same  months  of 
1920,  while  the  reduction  in  values  in  the  same 
period  is  61  per  cent.  On  the  export  side  her 
figures  show  an  increase  of  26  per  cent  in 
total  weight  of  merchandise  exported  but  a 
decrease  of  14  per  cent  in  value.  Belgian 
imports  in  the  first  six  months  of  1921  show 
an  increase  of  36  per  cent  in  quantity  but  a 
decrease  of  23  per  cent  in  value,  while  the 
exports  show  an  increase  of  80  per  cent  in 
quantity  and  a  decrease  of  9  per  cent  in  value. 
Brazilian  official  figures  covering  the  first 
six  months  of  1921  show  a  reduction  of  7  per 
cent  in  quantity  and  25  per  cent  in  value  in 
imports,  while  on  the  export  side  there  is  a 
decrease  of  about  10  per  cent  in  quantity  but 
of  60  per  cent  in  value,  the  value  figures  in 
the  case  of  Brazil  representing  the  "equivalent 
in  pounds  sterling,"  as  stated  in  the  official 
import  and  export  publication  of  that  govern- 
ment. 

Weight  and  Values  United  States  Foreign  Trade 

In  the  case  of  the  United  States,  as  above 
indicated,  it  is  not  possible  to  state  the  total 
quantity,  by  weight,  of  all  imports  or  exports 
because  of  the  fact  that  in  many  articles  the 
government  does  not  state  the  quantities  im- 
ported or  exported  but  only  states  value.  By 
combining,  however,  all  articles  in  which  quan- 
tities are  stated  and  reducing  all  quantities  to 
pounds,  it  is  practicable  to  compare  the  in- 
crease or  decrease  in  the  quantity  and  value 
of  the  articles  forming  about  two-thirds  of  the 
total  value  of  the  merchandise  imported  or  ex- 
ported. 

A  tabulation  of  this  character,  stating  the 
weight  in  pounds  of  fifty  principal  articles  im- 
ported into  and  fifty  principal  articles  exported 
from  the  United  States  in  the  seven  months 
ending  with  July.  1921,  compared  with  the 
same  months  of  1920,  is  presented  herewith, 
showing  the  per  cent  of  increase  or  decrease 
in  the  quantity  and  value  respectively  of  each 
of  the  one  hundred  articles  thus  named,  and 


also  the  per  cent  of  increase  or  decrease  in  the 
grand  totals  of  quantity  and  value  of  the  re- 
spective groups.  This  tabulation,  which  in- 
eludes  articles  forming  about  60  per  cent,  oi 
the  total  value  of  all  imports  and  exports  re- 
spectively, shows  a  slight  increase  in  the  ag- 
gregate weight  of  the  fifty  articles  enumerated 
in  each  of  the  tables,  whether  imports  or  ex- 
ports, when  comparing  the  seven  months  of 
1921  with  the  corresponding  months  of  1920. 
but  a  big  reduction  in  total  value.  On  the  im- 
port side,  the  aggregate  weight  of  the  fifty 
principal  articles  for  which  it  is  possible  to 
state  quantities  is  16  per  cent  greater  in  the 
seven  months  of  1921  than  in  the  same  months 
of  1920,  while  the  aggregate  value  of  the  same 
articles  shows  a  reduction  of  60  per  cent  in 
1921  as  compared  with  the  corresponding 
months  of  1920 — an  increase  of  16  per  cent,  in 
weight  and  a  reduction  of  60  per  cent  in  value. 
On  the  export  side,  conditions  are  somewhat 
similar;  the  weight  increased  about  2  per  cent 
and  in  value  a  fall  of  40  per  cent,  when  com- 
paring the  first  seven  months  of  1921  with  the 
corresponding  period  in  1920. 

Coal,  Petroleum,  Wlieat  and  Com  Special  Factors 

The  above  assertion  that  the  fifty  prin- 
cipal articles  of  import  show  an  increase  of 
16  per  cent  in  aggregate  weight  but  a  decrease 
of  60  per  cent  in  total  value  and  that  the  fifty 
principal  articles  of  export  show  an  increase 
of  2  per  cent  in  aggregate  weight  and  a  de- 
crease of  40  per  cent  in  total  value,  while  lit- 
erally true,  is  due  in  part  to  somewhat  unusual 
and  perhaps  abnormal  conditions,  especially  as 
relates  to  imports.  On  the  import  side,  the 
biggest  increase  in  weight  occurs  in  petroleum 
which  jumped  from  15,000,000,000  pounds  in 
the  seven  months  of  1920  to  25,000,000,000  in 
the  same  months  of  1921  but  did  not  materially 
increase  or  decrease  its  price  per  unit  of  quan- 
tity, and  this  unusual  condition  is  responsible 
in  part  for  the  fact  that  the  grand  aggregate 
of  quantity  imported  increases  16  per  cent 
while  the  grand  total  of  value  decreases  60 
per  cent.  If,  however,  we  eliminate  petroleum 
we  find  that  the  other  forty-nine  articles  show 
in  their  aggregate  a  fall  off  of  19  per  cent  in 
weight,  while  the  decline  in  value  is  still  about 
60  per  cent.  On  the  export  side  bituminous 
coal,  petroleum,  wheat,  and  corn  are  the  big- 
gest factors  in  quantity,  coal  and  petroleum 
showing  slight  decreases  in  quantity  and  value, 
while  wheat  shows  an  increase  of  i05  per  cent 
in  quantity  but  only  30  per  cent  in  value,  and 
corn  an  increase  of  644  per  cent  in  quantity 
and  but  261  per  cent  in  value.  Of  the  fifty  ar- 
ticles named  in  the  import  statement,  66  per 
cent  show  a  decline  in  quantity  and  82  per 
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cent  a  reduction  in  value ;  on  the  export  side 
64  per  cent  of  the  articles  named  show  a  re- 
duction in  quantity  and  78  per  cent  a  reduction 
in  value. 

Value  and  Quantity  Percentages 

The  facts  above  stated,  that  big  increases 
in  weight  occur  in  classes  of  merchandise 
having  a  low  value  per  unit  of  quantity,  make 
it  apparent  that  a  mere  comparison  of  the  ag- 
gregate number  of  pounds  of  the  articles 
named  in  the  import  or  export  list  with  the 
aggregate  values  of  the  respective  lists  would 
be  misleading  as  to  the  share  which  lower 
prices  play  in  the  big  fall  off  in  total  values 
and  of  imports  and  exports.  A  close  exami- 
nation of  the  table,  which  shows  quantities 
and  values  and  per  cent  of  increase  or  de- 
crease in  each  of  the  100  articles  enumerated 
will  show  that  in  many  articles  on  both  the 
import  and  export  side  there  are  large  de- 
creases in  quantity,  though  in  practically 
every  case  the  per  cent  of  decrease  in  value 
is  much  greater  than  of  quantity.  As  a  gen- 
eral rule,  the  largest  per  cent  of  reductions 
in  quantities  occurs  in  manufacturing  material, 
though  in  most  of  these  articles  the  per  cent 
of  reduction  in  values  is  greater  than  that  of 
quantities.  In  most  of  the  manufactured 
articles  in  which  it  is  possible  to  show  weight 
there  is  also  a  reduction  in  quantity  and  a 
much  greater  reduction  in  value.  Foodstuffs 
as  a  rule  show  slight  changes  in  quantity  but 
marked  reductions  in  value ;  in  sugar  imported 
the  per  cent  of  reduction  in  quantity  is  large 
but  the  reduction  in  values  much  greater, 
while  in  wheat  exported  the  per  cent  of  in- 
crease in  quantity  is  much  greater  than  the 
per  cent  of  increase  in  value. 

Greatest  Decrease  Due  to  Lower  Price 

A  close  study  of  the  records,  article  by  arti- 
cle, of  imports  and  exports  in  1921  as  com- 
pared with  1920  seems  to  justify  the  opinion 
more  than  one-half  of  the  fall  off  in  our  im- 
port and  export  trade  is  due  to  lower  prices 
and  the  remainder  to  an  actual  reduction  in 
the  quantities  of  merchandise  imported  or  ex- 
ported. 

The  tables  herewith  presented  show  quan- 
tities and  value  of  the  100  principal  articles 
imported  and  exported  in  the  first  seven 
months  of  1921  compared  with  the  same 
months  of  1920,  and  the  percentage  of  in- 
crease or  decrease  in  both  quantity  and  value, 
article  by  article,  and  for  the  grand  aggregate 
of  both  weights  and  value ;  also  a  tabulation 
showing  import  and  export  prices  in  January 
and  July  of  1920  and  1921  of  about  forty  prin- 
cipal articles  of  commerce. 
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[The  British  railroads  were  taken  over  by  the 
Government  at  the  outbreak  of  the  war  and 
returned  to  private  ownership  on  August  IS 
last,  but  under  a  new  law  which  radically 
changes  their  status.  Tliis  act  provides  for  the 
compulsory  amalgamation  of  all  the  railroads 
into  four  independent  systems,  thus  practically 
abandoning  the  theory  of  maintaining  competi- 
tion in  railway  service.  A  public  tribunal,  cor- 
responding in  power  more  or  less  to  our  Inter- 
State  Commerce  Commission,  is  established  to 
have  supervision  over  rates  and  service.  On  the 
day  of  the  taking  effect'  of  this  act  of  Parlia- 
ment, the  London  Times  issued  a  Railway  Sup- 
plement, containing  numerous  articles  dealing 
with  different  phases  of  the  railway  problem, 
written  by  recognized  authorities.  One  of  these 
articles,  written  by  Sir  William  Acworth,  deals 
with  leading  questions  which  are  vital  to  rail- 
way administration  everywhere,  and  as  they 
are  handled  in  a  very  lucid  and  informing  man- 
ner we  liave  renroduccd  the  article  nearly  in 
full  herewith.  Sir  William  Acworth  has  served 
in  numerous  public  capacities  in  connection 
with  railways,  notably  in  recent  years  upon  the 
Canadian  Commission  and  the  Royal  Commis- 
sion upon  the  Railways  of  India.  He  is  at  this 
time  a  member  of  the  latter  body.  His  discus- 
sion of  the  principles  of  rate-fixing  and  classi- 
fication, and  of  the  problems  now  confronting 
railroad  management  in  Great  Britain  is  as  per- 
tinent to  conditions  in  the  United  States  as  if 
written   with   direct   regard   to   them.] 

The  economic  man — if  a  specimen  of  that  interest- 
ing animal  could  really  be  captured — would  doubt- 
less assert  that  the  economic  basis  of  railway  rates  Is 
merely  the  law  of  supply  and  demand.  And  he  would 
be  quite  correct.  But  the  edifice  is  subject  to  such 
thrusts  to  one  side  or  the  other,  now  by  positive  le^al 
pnactment,  and  again  by  the  force  of  custom  lying 
upon  us  with  a  weight  deep  almost  as  life,  that  the 
superstructure  often  rocks  upon   its  foundations. 

Let  UB  first  consider  the  theoretical  working  of  the 
law.  Railways  will  not  be  supplied  unless  there  is 
evident  demand  for  them — that  Is,  unless  somebody 
will  provide  the  money  that  they  cost.  And  that 
somebody  will  normally  be  sooner  or  later  the  cus- 
tomers who  use  the  railways  and  pay  rates  and 
fares.  Even  when  built,  railways  will  not  be  worked 
unless  somebody  meets  the  costs  involved.  These 
costs  are  of  three  kinds — actual  out-of-pocket  cost 
of  working  the  service,  mainly  wages  and  coal;  cost 
of  maintaining  the  plant  and  equipment;  and  return 
on  capital-  Unless  the  first  set  of  costs  Is  covered  by 
the  receipts,  the  railway  has  to  shut  down  pretty 
quickly.  The  second  set  can  be  postponed,  If  not 
wholly,  at  least  to  a  considerable  extent,  for  a  long 
time  In  the  hope  of  better  days  to  come.  As  for  the 
third  set  of  costs,  a  railway  can  continue  indefinitely 
as  a  going  concern  even  though  the  return  on  capital 
be  nil.  There  Is  nothing  In  this  peculiar  to  a  rail- 
way. Compare  the  position  of  the  rubber  industry  at 
the  present  moment.  A  rubber  company  will  come 
to  a  Siand-stlli  unless  it  can  sell  Its  output  at  a 
price  to  cover  coolies'  wages  and  minimum  establish- 
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Bunt  cb«rt«>t  but  It  wtll  probably  nuike  drusUo  cuta 
in   iU  •xpenaes  n   and   manure,   and   it 

has  no  need  to  !  Kvon  1(  it  has  Issued 

<l«>)t<-iitnt-t>»4   Ti\(«  ,i>i,hi\-   i.i.y.T  to  wait 

ra 1  :  y. 

i  18  not  on 

all  (ours.     I  ,  .ucly   yilvate  en- 

terprises.     'I  •'•Is    of   them.      No 

one  of  them  i..     ,.i .^   ,„  ,.  ,  community.    Each 

la  at  liberty  to  m.iKe  any  prolit  It  can  at  one  time, 
and  correspondlnRly  is  prrniltied  to  go  down  un- 
aided if  it  ceaHps  to  l>c  seK-supporting.  Railways 
are  few  and  far  between.  Eh'in  in  countries  well 
supplied  with  railways  the  proportion  of  the  area 
which  is  served  by  two  is  very  small.  And  conse- 
quently railways  are  very  seldom  abandoned,  how- 
ever unprofllablo  they  may  be  as  commercial  enter- 
prises. In  some  shape  or  form  the  public  Is  forced 
to  come  to  their  assistance,  as  has  happened  more 
than  once,  for  Instance,  in  I'Vench  railway  history. 
And  Indeed  this  peculiarity  of  railways  goe.s  further. 
It  Is  taken  for  frrantcd  that  the  law  of  supply  and 
demand  will  Induce  private  enterprise  to  produce  all 
the  rubber  required.  But  In  almost  every  country — 
Great  Britain  Is  the  only  serious  exception — public 
money  has  been  devoted  to  the  construction  of  rail- 
ways considered  to  be  necessary  in  the  public  In- 
terest 

Rate  Fixing 

To  turn  from  construction  to  day-to-day  workinfc, 
how  far  does  the  law  of  supply  and  demand  govern 
the  rates  and  fares  which  a  railway  charges?  In  an 
old,  rich,  and  fully  populated  country  such  as  Eng- 
land the  working  of  the  law  is  obscured  by  so  many 
outside  things,  statutory  restrictions,  legal  and  ad- 
ministrative regulations,  competition — not  only  by 
other  railways  but  by  water — and  so  forth,  that  it  Is 
difficult  to  see  the  wood  for  the  trees.  I^t  us  Imagine 
a  railway  company  in  vacuo,  subject  to  no  restric- 
tions and  substantially  free  from  competition.  How 
will  it  fix  Its  rates?  I'resumably  it  will  act  like  any 
other  trader,  who  charges  for  his  wares  not,  as  is 
sometimes  supposed,  the  highest  price  at  which  he 
can  get  them  sold,  but  the  price  which  he  believes 
will  give  him  the  largest  net  profit  on  his  business 
as  a  whole. 

Now  this  profit  is  the  product  of  two  factors:  The 
number  of  articles  sold  and  the  amount  of  profit  on 
each.  And  this  figure  can  be  ascertained  only  by  the 
method  of  trial  and  error.  Normally  reduction  of 
price  increases  consumption.  It  may  or  may  not 
increase  net  profit,  for  clearly  a  profit  of  20  per  cent 
on  the  sale  of  50  articles  is  greater  than  a  profit  of 
8  per  cent  on  the  sale  of  100.  The  merchant  or  shop- 
keeper is  permitted  to  solve  these  questions  for  him- 
self. But  in  countries  where  public  opinion  rules 
the  railway  manager  is  not  usually  undisturbed  in 
his  study  of  them.  The  old  apple-woman  who, 
though  she  knew  she  sold  each  apple  at  a  loss,  be- 
lieved she  made  a  substantial  profit  because  she  sold 
so  manj'.  has  left  a  very  large  family  of  descendants. 

The  average  passenger  who  uses  an  excursion  train 
carrying  twice  as  many  passengers  as  an  ordinary 
train,  refuses  to  believe  that  it  may  yet  be  less  profit- 
able. Still  less  does  It  occur  to  him  to  remember 
that  possibly  half  the  passengers  In  the  excursion 
train  would  have  paid  full  fare  had  the  cheap  train 
not  been  available.  To  the  railway  manager,  on  the 
other  hand,  an  excursion  train  corresponds  to  an 
after-season  sale,  at  which,  once  the  demands  of 
customers  ready  to  pay  full  price  are  satisfied,  the 
rest  of  the  stock  Is  sold  off  at  prices  sufficiently  re- 
duced to  effect  clearance.  Or,  to  take  another  illus- 
tration, a  railway  when  It  reduces  rates  or  fares  may 
be  compared  to  a  hotel  which  In  the  fashionable  sea- 
son charges  each  guest  30s.  a  day  and  gets  It,  but 
In  the  off-season  offers  en  pension  terms  of  three 
guineas  a  week,  for  they  cover  out-of-pocket  ex- 
penses for  food,  wages,  and  firing,  while  otherwise 
the  rooms  would  stand  empty,  and  even  the  running 
expenses  would  not  be  met. 

Cost  Plus  a  Profit 

There  is  another  respect  In  which  railway  manage- 
ment may  usefully  bo  compared  with  ordinary  husl- 
ness.  No  manufacturer,  except  where  by  patent  or 
otherwise   he   has   a   practical   monopoly   of   an   ar- 


ticle in  general  demand,  ezpecta  to  sell  his  output  at 
coat   plus   a   fixed    profit.     He   bain'  i-u   proflta 

here   agitinst    Hniull    profits   or   u\'  ic    losses 

elsewhere.  What  he  looks  to  Is  li..  ...v.n  profit  on 
the  whole  business.  A  merchant  or  shopkeeper,  if  he 
is  to  retain  his  customers,  lias  to  keep  a  stuck  of 
things  so  seldom  demanded  that  he  can  hardly  hope 
to  make  a  profit  on  them.  He  has  to  sell  articles  of 
small  value  but  of  high  utility — sugar  is  the  stock 
Inatance— almost  ut  cost,  and  to  rely  un  the  sale  of 
articles  of  comparative  luxury  to  redress  the  balance. 
So  too  with  a  railway.  A  railway  carries  pigs  of 
iron  ut  a  low  rale,  pigs  of  lead  at  a  higher  rale,  and 

ingots   of  copprr rt   higher   rate,    not   because 

the  cost  of  can  !S  appreciably,   but  for  pre- 

cisely the  same  i  ,:it  the  grocer  makes  a  bigger 

profit  on  tea  Ihiia  on  sugar.  Or,  again,  a  railway 
runs  suburban  passenger  trains  at  frequent  Inter- 
vals in  the  middle  of  the  day  and  late  at  night, 
though  the  passengers  are  few  and  the  service  un- 
remtmoratlve,  because  otherwise  the  suburb  would 
cease  to  be  residential  and  the  crowd  in  the  trains 
In  the  morning  and  the  evening  would  tend  to  dis- 
appear. 

Tempering  the  Wind 

No  dissertation  on  railway  rates  would  be  com- 
plete without  discussion  of  the  famous  phrase 
"charging  what  the  traffic  will  bear."  This  has  been 
described  as  a  "vile  phrase,"  a  "maxim  of  extortion." 
Had  the  railway  men  Iteen  wl.se  enough  to  lengthen 
it  by  two  syllables  and  express  it  as  "not  charging 
what  the  traffic  will  not  bear,"  they  would  have 
escaped  criticism  more  easily.  The  present  writer 
once  ventured  to  suggest  th.it  the  true  phrase  should 
have  been  "tempering  the  wind  to  the  shorn  lamb," 
for  this   Is  really  the  underlying  principle. 

Railway  business  differs  from  most  other  busi- 
nesses, though  not  from  all,  by  the  fact  that  the 
standing  charges  represent  a  very  high  proportion 
of  the  total  cost  of  carriage.  Roughly  speaking,  tak- 
ing the  world  over,  we  may  say  that  out  of  every 
sovereign  charged  to  the  public  one-third  only  repre- 
sents actual  cost  of  operation,  another  one-third  is 
absorbed  In  general  establishment  charges  and  main- 
tenance of  the  plant;  the  remaining  one-third  goes 
to  remuneration  of  capital.  We  may  go  a  stage 
farther,  and  say  that  of  the  third  which  represents 
actual  cost  of  operation  only  a  fraction  Is  chargeable 
against  any  Individual  consignment,  though  there  Is  a 
partial  exception  to  this  in  the  case  of  articles  such 
as  coal,  where  the  Individual  consignments  may  be 
so  large  as  to  have  a  specialized  carriage  cost  of 
their  own. 

Now  the  result  of  this  is  twofold:  the  one  aspect 
is  represented  in  the  railway  maxim,  "Any  rate  is 
better  than  no  rate,"  which  means  to  say  that  the 
extra  cost  of  what  the  French  economists  call  the 
extra  ton  is  almost  negligible;  and  therefore  even  a 
minimum  rate  yields  some  margin  of  direct  profit, 
and  accordingly  the  railway  Is  better  off  with  the 
traffic  than  without  it.  The  other  aspect  Is  that,  as 
the  minimum  rate  on  the  extra  ton  may  do  little 
more  than  cover  the  extra  cost  of  carrying  it.  some- 
how the  deficiency  must  be  made  up;  some  traffic 
must  not  only  pay  Its  share  of  total  cost— operation, 
maintenance,  and  capital  charges — but  must  make 
up  the  share  of  these  charges  which  the  tr>afflc  car- 
ried at  the"  lowest  rates  fails  to  p.iy.  either  because 
at  higher  rates  It  would  not  be  profitable  to  send  It, 
or  because  it  has  access  to  a  cheaper  form  of  trans- 
port 

Classification 

The  railway  companies  then  temper  the  wind  to 
the  shorn  lamb  by  the  establishment  of  what  Is 
known  as  a  Classification — that  Is,  a  division  of  oil 
the  articles  known  to  commerce  into  categories,  based 
mainly  on  values,  coal,  Iron  ore,  and  dung  coming 
at  the  bottom,  tea  and  cotton  cloth  half  way  up,  and 
silk  and  cigars  at  the  top.  If  for  the  lowest  class 
the  rate  is  Id.  per  ton  per  mile.  It  will  probably  br 
3d.  for  the  intermediate  cla.ss  and  6d.  for  the  highest. 
Now  It  does  not  cost  twice  as  much  to  carry  a  bale 
of  silk  or  a  chest  of  cigars  as  to  carry  a  bale  of 
grey  shirtings.  But  whereas  the  latter  may  be  worth 
£100  .a  ton,  the  value  of  the  former  may  be  60 
times  as  much.  Railways  being,  as  they  are,  a 
necessary   of  modern  life,   is   It  not   reasonable  and 
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In  accordance  with  the  accepted  principle  of  taxation, 
as  exemplified  in  our  own  c'aduated  income-tax  and 
the  ad  valorem  Customs  duties  levied  in  most  for- 
eign countries,  that  more  than  a  percentage  propor- 
tion of  the  cost  of  providing  the  railways  should  be 
laid  on  commodities  so  valuable  that  the  charge  for 
their  carriage  never  can  amount  to  more  than  a 
fraction  of  their  value — that  is,  that  a  larger  than 
average  share  of  the  burden  should  be  imposed  upon 
the  shoulders  best  able  to  bear  it? 

This  principle  of  charging  what  the  traffic  will 
bear  is  really  in  no  way  peculiar  to  railways.  Many 
other  instances  of  its  application  in  other  fields  than 
that  of  taxation  can  be  given.  Stockholders,  auc- 
tioneers, and  so  on  charge  a  fee  based  not  upon  the 
amount  of  work  which  the  transaction  involves,  but 
on  the  value  of  the  property  to  which  the  transaction 
relates.  Solicitors  in  carrying  through  the  transfer 
of  property  are  required  by  statute  to  charge,  not 
as  in  former  days  according  to  the  length  of  the 
deed,  which  was  supposed  to  be  a  rough  measure 
of  the  cost  of  service,  but  fees  calculated  as  a  per- 
centage of  the  value  of  the  property.  Indeed,  one 
may  say  that  in  this  instance  cost  of  service  as 
the  basis  of  charge  is  deliberately  set  aside  by  Parlia- 
ment, for  it  Is  not  as  a  rule  the  large  properties 
where  the  titles  need  the  most  careful  investigation. 
One  may  even  go  on  to  point  out  that  a  doctor 
charges  more  for  attending  the  master  than  attending 
his  servant,  though  we  may  assume  that  he  places 
his  best  skill  equally  at  the  service  of  both;  and 
that  a  cemetery  chaplain,  acting  presumably  with 
episcopal  sanction,  charges  different  fees  for  reading 
the  burial  service  according  as  the  corpse  is  placed 
In  the  common  earth,  in  a  brick  grave,  or  In  a  family 
vault. 

But  It  is  not  therefore  to  be  supposed  that  rail- 
way rates  are  based  solely  upon  value  of  service. 
Cost  of  service  also  has  to  be  taken  into  account.  It 
is  usually  higher  where  the  articles  are  more  valu- 
able, mainly  because  they  are  handled  in  much 
smaller  consignments;  but  not  always.  Empty  fruit 
baskets,  for  instance,  are  of  small  value  and  occupy 
space  out  of  all  proportion  to  their  weight.  They 
naturally  therefore  form  a  bone  of  chronic  conten- 
tion between  the  railways  and  the  traders;  the  one 
Bide  arguing  justifiably  that  the  rate  should  be  high 
becau.se  the  cost  is  great,  and  the  other  side  argu- 
ing, equally  justifiably,  that  the  rate  should  be  low 
because  the  value  is  small. 

The  Railway   Catechism 

Bearing  then  all  these  different  considerations  In 
mind,  we  may  sum  up  the  railway  rates  experts' 
catechism  in   the  following  precepts: 

(1)  Charge  no  rate  so  high  as  to  stop  the  traffic 
passing,  provided  the  rate  be  not  so  low  as  to  cease 
to  cover  the  extra  cost  of  dealing  with  It. 

(2)  Distribute  the  general  expenses  Incident  to 
the  business  as  a  whole  over  the  whole  traffic,  on 
the  basis  of  a  rough  equality  of  sacrifice,  up  to  the 
point  where  the  total  receipts  cover  the  total  ex- 
penses plus  a  reasonable  return  on  the  capital  In- 
volved, corresponding  to  the  accepted  return  on 
capital  taking  equal  risks  In  an  ordinary  business. 

(3)  Always  bear  in  mind  that,  though  within  limits 
the  same  required  net  return  can  be  obtained  by  a 
large  profit  on  a  small  turnover  as  by  a  small  profit 
on  a,  large  turnover,  the  former  policy  has  nothing 
to  recommend  It  except  that  It  saves  the  manage- 
ment trouble;  the  latter  not  only  enures  to  the  bene- 
fit of  the  public  at  large,  but  forms  a  stronger  basis 
of  security  for  the  future  welfare  of  the  under- 
taking from  the  shareholders'  point  of  view.  Or,  to 
translate  this  laat  precept  Into  concrete  form;  keep 
up  the  fare.M  for  first-class  passengers  so  long  as 
you  do  not  drive  them  into  the  third  class,  but  re- 
duce the  fares  for  the  mass  of  the  people  as  far  as 
you  can  afford  to  do  so.  even  though  this  makes  it 
necessary  to  run  a  larger  niunber  of  trains  to  earn 
the  same  net  revenue. 


The  Immediate  Problems 

It  is  by  these  principles  that  enlightened  railway 
management  is  guided.  But  the  British  public  has 
refused  hitherto  to  entrust  railway  management  to 
enlightened  self-interest,  and  has  thought  it  well 
hitherto  to  restrict  the  limits  within  which  it  may 
operate.  The  Statute-book  contains  whole  series  of 
Acts  fixing  maxima  beyond  which  the  companies 
may  not  charge.  In  99  cases  out  of  100  these  maxima 
have  been  superfluous;  in  the  100th  case  they  have 
usually  been  harmful.  Under  the  new  Railways  Act 
they  will  be  swept  away  and  replaced  by  a  new 
system  under  which  railway  companies  will  in  effect 
be  authorized  to  charge  such  rates  as  they  believe  to 
be  commercially  justifiable,  if  and  when  they  can 
obtain  the  sanction  of  an  expert  Tribunal  after  it 
has  heard  all  that  those  who  will  have  to  pay  the 
rates  and  fares  can  urge  on  the  other  side. 

The  railway  companies  in  framing  and  the  Tri- 
bunal in  sanctioning  the  scales  of  rates  and  fares 
for  the  future  have  before  them  an  extraordinarily 
difficult  task,  We  have  compared  railway  rates  to 
taxation  because  they  are  adjusted  in  relation  to 
ability  to  pay.  But  the  analogy  fails  at  an  important 
pomt.  Income-tax  has  to  be  paid  it  the  taxpayer 
can  pay.  He  is  not  asked  whether  he  is  willing.  But 
railway  rates  and  fares  can  be  avoided  by  the  simple 
method  of  not  traveling  or  not  consigning  traffic. 
And  our  railways,  in  common  with  those  of  almost 
all  other  Important  countries,  are  to-day  face  to 
face  with  a  novel  situation.  Working  costs  have 
risen  enormously.  Rates  and  fares  have  everywhere 
been  put  up  to  meet  them.  The  increase  since  the 
war  Is  estimated  to  be  roughly  112  per  cent  in  the 
case  of  goods  and  something  like  100  per  cent  in  the 
rase  of  passengers.  The  percentage  increases  in 
America  are  hardly  less.  On  the  Continent  they 
are  far  greater.  Even  at  these  rates  railways  In 
America  are  at  present  hardly  covering  their  work- 
ing expenses.  On  the  Continent  they  are  being 
worked  at  an  actual  loss. 

■^Tiere  our  railways  would  stand  if  they  could 
carry  on  for  a  consecutive  six  months  without  strikes 
it  Is  difficult  to  say.  But  on  all  hands  our  railway 
men  are  wondering  whether  rates  and  fares  can  be 
profitably  maintained  at  their  present  level— that  is 
whether  they  will  not  cause  such  a  shrinkage  of 
traffic  that  the  railways  in  their  own  interest  will 
find  it  desirable  to  reduce  the  general  level.  It  Is  not 
only  that  traffic  may  fall  off  because  in  railway 
phrase  It  cannot  bear  the  rate — in  other  words,  that 
the  railway  rate  absorbs  all  or  almost  all  the  margin 
between  cost  at  the  point  of  origin  and  selling  price 
at  destination— but  also  that  no  one  yet  knows  what 
are  the  potentialities  of  road  motor  competition.. 

A  Vision  of  the  Future 

It  may  be  that  we  are  on  the  eve  of  a  revolution. 
Railways  are  as  necessary  as  roads.  And  roads 
have  long  been  recognized  as  public  necessities  to  be 
provided  mainly— till  the  last  few  years  one  might 
have  said  wholly — at  public  cost.  For  certain  essen- 
tial public  services,  for  the  carriage  of  bulk  commodi- 
ties of  low  value,  and  for  long  di.stance  traffic  of  all 
kinds,  we  cannot  imagine  that  railways  will  be  super- 
seded. The  future  may  show,  and  not  in  England 
only,  that  it  is  necessary  for  the  public  purse  to  bear 
at  least  some  portion  of  the  cost  of  providing  and 
maintaining  our  highways  of  steel  just  as  it  does  now 
In  the  case  of  ordinary  highways,  leaving  the  charges 
made  to  the  users  to  cover  the  remaining  cost  of 
provision  and  maintenance,  and  the  whole  cost  of 
actual  carriage. 

This  is  in  one  sense  a  vision  of  the  future.  But 
once  Parliament  has  accepted  the  principle  of  ad- 
justing charges  to  revenue,  and  has  provided  that 
they  shall  be  so  fixed  as  to  yield  as  far  as  practicable, 
with  efficient  and  economical  working  and  manage- 
ment, an  annual  net  revenue  equivalent  to  the  pre- 
war net  return,  the  question  has  been  brought  within 
the  scope  of  practical  politics. 
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The  Railroad  Situation. 

THE  railroad  problem  at  this  time 
dominates  the  entire  business  situa- 
tion. The  burden  of  increased 
freight  charges  upon  all  kinds  of 
industry,  the  plight  of  railroad 
finances,  the  efforts  of  railroad  managers  to 
reduce  operating  expenses,  the  impending 
railroad  strike,  the  test  of  the  efficacy  of  the 
new  Railroad  Labor  Board  as  an  agency  of 
conciliation,  and  the  demand  in  some  quarters 
for  the  repeal  of  the  Esch-Cummins  law,  are 
the  outstanding  features  of  the  day,  and  pre- 
sent questions  of  the  utmost  importance. 

Freight  Rates  and  the  Farmers 

Deere  &  Co.,  of  Moline,  Illinois,  one  of  the 
oldest  and  most  reputable  concerns  manufac- 
turing agricultural  implements,  have  sent  us 
copies  of  a  letter  received  by  them  from  a 
farmer  living  in  the  neighborhood  of  Culbert- 
son,  Nebraska,  and  of  their  reply  thereto, 
which  set  out  graphically  present  relations  be- 
tween the  prices  of  farm  products,  prices 
of  manufactured  goods  and  transportation 
charges,  and  the  effect  of  these  abnormal 
relations  upon  business. 

We  have  not  the  space  to  give  the  letters  in 
full,  but  the  following  extract  from  the  farm- 
er's letter  gives  the  gist  of  it.    He  says : 

I  need  a  wagon  and  my  dealer  wants  the  price  of 
650  bushels  of  corn,  the  same  wagon  I  could  buy  with 
200  bushels  of  corn  before  the  war.  The  harness  man 
wants  the  price  of  a  wagon  load  of  hides  for  a.  No.  1 
harness.  I  sinu>ly  cannot  see  my  way  clear  to  buy 
wagon,  harness  or  anything  else  that  I  can  possibly 
manage  to  get  along  without. 

Deere  &  Company  make  a  lengthy  and  de- 
tailed reply,  in  which  they  first  tell  of  the  rise 
in  the  price  of  wagon  stock  in  recent  years 
due  to  the  depletion  of  our  forests,  a  factor 
of  great  general  interest,  but  for  which  no 
immediate  remedy  is  possible.  They  then  go 
into  the  effect  of  increased  freight  charges, 
as  follows: 

Our  present  price,  P.  O.  B.  Moline,  on  a  farm  wagon, 
is  100  per  cent  higher  than  our  price  of  1914.  At  this 
price  we  are  selling  this  wagon  at  approximately  20 
per  cent  less  than  our  cost.  The  cost  to  you  at  Cul- 
bertson.  Nebraska,  however,  does  not  bear  the  same 
relation  to  the  pre-war  price,  tor  tbe  reason  that  In 
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1914  the  freight  on  a  rarm  wagon  from  Moline  to 
Culbertson  was  $1.37  a  hundred;  the  present  rate,  in- 
cluding the  war  tax,  is  $2.32. 

A  farm  wagon  weighs  1200  lbs.  The  difference  in 
freight  of  95c  per  hundred  makes  the  transportation 
on  this  wagon  alone  cost  $11.40  more  than  it  did 
before  the  war.  The  increased  transportation  costs 
upon  the  materials  that  go  into  the  wagon  are  even 
greater  than  this  amount. 

When  you  come  to  pay  for  this  wagon  through  the 
sale  of  corn  in  the  Chicago  market,  you  have  a  still 
greater  disadvantage,  due  to  the  fact  that  corn  has 
declined  since  1914.  The  freight  on  corn  from  Cul- 
bertson to  Chicago  in  1914  was  24 He  a  hundred,  or 
approximately  14c  a  bushel;  today,  with  the  3  per 
cent  war  tax  included,  it  is  47c  a  hundred,  or  ap- 
proximately 26c  per  bushel,  so  that  you  pay  12c  a 
bushel  more  to  get  your  corn  to  Chicago  than  you 
did  in  1914. 

You  state  that  it  requires  650  bushels  of  corn  to 
buy  a  wagon  today.  At  12c  a  bushel  increased  freight 
this  means  that  you  are  paying  the  railroads  $78.00 
more  transportation  on  the  corn  necessary  to  buj'  thi.s 
wagon,  therefore  your  increased  contribution  to  the 
railroad  company  in  getting  this  wagon  o>it  there  and 
shipping  corn  enough  to  Chicago  to  pay  for  it,  is 
$89.40. 

You  can  well  see  from  this  that  it  is  absolutely 
impossible  for  any  of  us  to  get  back  to  a  normal 
basis  of  prices  until  the  cost  of  transportation  is  very 
materially  reduced.  You  ask  us  when  conditions  will 
change:  we  tell  you,  when  transportation  costs  are 
gotten  back  upon  a  rea.sonable  basis.  The  great  dif- 
ficulty in  getting  this  adjustment  now  Is  the  expense 
the  railroads  are  put  to  for  labor,  for  example,  here 
in  this  community,  while  the  going  rate  of  labor  is 
30c  an  hour,  at  the  Rock  Island  shops  43c  per  hour 
is  being  paid  for  eight  hours  a  day  and  time-and-a- 
half  for  overtime,  with  the  provi.so  that  if  more  than 
one  hours'  overtime  is  worked,  even  though  it  be  ten 
minutes,  five  hours'  additional  compensation  Is 
charged.  Locomotive  engineers  are  getting  from 
$3,500  to  $.S.000  a  year.  A  good  deal  the  same  condi- 
tion maintains  in  our  coal  mines. 

We  all  must  work,  through  our  congressmen  and 
through  a  united  public  sentiment,  to  secure  a  re- 
adjustment of  these  railroad  and  mining  costs  before 
any  of  us  can  hope  to  resume  busine.ss  In  a  normal 
way.  As  far  as  we  here  are  concerned,  we  have  al- 
ready made  substantial  reductions  in  our  prices  and 
expect  to  continue  to  do  so  in  future  as  reduced  costs 
of  production  permit.  We  are  continually  operating 
at  a  very  substantial  I'oss.  The  business  world,  out- 
side of  transportation  and  mining,  has  gone  as  far 
as  it  can  until  it  gets  relief  through  these  channels. 

The  letter  goes  on  to  work  out  the  eflfect 
of  the  increased  freight  charges  upon  the 
prices  of  farm  implements,  but  the  factors  are 
practically  the  same  as  in  the  case  of  the 
w^gon,  outside  of  the  factor  of  wood  stock. 
Thp  farmer's  buying  ability  is  calculated  on 
the  basis  of  corn  at  60  cents  per  bushel  in 
Chicago,  but  this  letter  was  written  in  Au- 


Those  desiring  thia  Letter  sent  them  regulariy  will  receive  it  without  charge  upon  application 


gust,  since  when  com  has  suffered  a  heavy 
decline,  the  present  price  being  about  47  cents. 
As  country  dealers  in  the  tributary  territory 
buy  on  the  basis  of  the  Chicago  market,  the 
Nebraska  farmer  would  now  get  13  cents  per 
bushel  less  than  when  the  foregoing  calcula- 
tion was  made,  and  have  to  give  a  correspond- 
ingly larger  amount  of  corn  to  buy  a  wagon, 
or  anything  else. 

Calculation  by  Department  of  Agriculture 

Professor  George  F.  Warren,  of  the  Bureau 
of  Farm  Economics,  Department  of  Agricul- 
ture, Washington,  formerly  of  the  New  York 
State  College  of  Agriculture,  and  unquestion- 
ably one  of  the  best  authorities  in  the  country 
upon  economic  subjects  directly  related  to 
agriculture,  has  made  a  calculation,  recently 
published  by  the  Department  of  Agriculture, 
of  the  purchasing  value  of  the  principal  farm 
products,  measured  in  other  staple  products 
and  compared  with  their  purchasing  value  in 
the  same  products  before  the  war.  The  sum- 
mary is  as  follows: 

"Compared  with  a  6-year  average  before  the  war 
as  100.  the  purchasing  power  of  Bome  farm  products  at 
prices  paid  to  farmers  In  June,  1921.  were  as  follows: 
Corn  61.  oats  60.  barley  63.  wheat  93.  rye  101.  buck- 
wheat 101.  flaxseed  65.  beans  81.  com  66.  cotton  61. 
cottonseed  62,  hay  68.  cabbage  IH,  onions  73.  potatoes 
64.  sweet  potatoes  89.  peanuts  48,  apples  91,  chickens 
116,  egfrs  77,  butter  83.  milch  cows  80,  beef  cattle  69,  veal 
calves  73.  sheep  66.  lambs  79.  wool  58.  hogs  67,  horses  45. 
Practically  nothlnR  that  the  farmer  sells  can  be  ex- 
changed for  the  usual  quantity  of  other  things.  It  is 
physically  impossible  for  farmers  to  absorb  the  prod- 
ucts of  factories.  Farm  prices  have  dropped  much 
more  than  wholesale  or  retail  prices  of  farm  prod- 
ucts." 

'Necessity  for  General  Readjustment 

Of  course  there  are  other  factors  than 
freight  charges  in  the  increased  cost  of  farm 
wagons.  It  is  safe  to  say  that  the  employes 
of  Deere  &  Company  are  all  getting  higher 
pay  than  before  the  war,  and  that  is  true  of 
the  workmen  in  all  the  industries  supplying 
materials.  Deere  &  Company  do  not  discuss 
the  wages  of  their  own  force,  but  they  make 
a  frank  statement  about  general  conditions  and 
about  their  own  business,  as  follows  : 

At  the  beginning  of  the  war  farm  products  went 
up  much  faster  than  the  products  of  labor  and  for  a 
time  the  farmer  had  all  the  best  of  it.  In  the  re- 
adjustment period  after  the  war,  which  we  are  having 
now,  the  reverse  is  true.  It  is  going  to  take  some 
time  to  get  labor  costs  readjusted  to  the  new  plane 
of  living  so  that  the  farmer's  purchasing  power  will 
be  relaUvely  what  it  was  before  the  war.  Things  are 
going  to  get  better  from  day  to  day  and  we  are  all 
facing  the  future  with  optimism,  knowing  that  this 
readjustment  is  going  to  be  a  little  slow  in  coming 
but  confldent  that  it  will  finally  work  out  in  the  right 
way. 

Please  understand  that  the  farmer  Is  not  the  only 
one  who  is  bearing  burdens  now;  our  own  losses  in 
the  business  this  year  will  be  greater  than  the  profit.s 
of  any  year  during  the  war.  nevertheless  it  is  our 
purpose  to  "carry  on"  believing  that  our  country  is 
sound  and  that  ultinrately  all  things  will  come  out 
in  the  right  way. 


The  situation  of  this  important  company  is 
paralleled  by  a  great  many  industries. 

It  is  understood  that  the  implement  busi- 
ness generally  this  year  has  been  only  about 
one-third  of  normal.  It  is  hit  a  little  harder 
than  some  others  not  so  directly  related  to 
agriculture,  but  directly  or  indirectly  the  loss 
of  purchasing  power  sustained  by  such  an  im- 
portant body  as  the  farmers  affects  every  line 
of  business.  It  is  the  fundamental  cause  of  the 
existing  unemployment,  and  the  sooner  every 
class  of  people,  including  wage-earners  in  the 
town  industries,  and  the  farmers  themselves, 
understand  that  all  interests  are  suffering  by 
it,  the  better  it  will  be.  The  situation  is  com- 
plicated and  made  vastly  more  difficult  by  class 
suspicions,  and  efforts  to  obtain  class  legisla- 
tion and  to  put  the  interests  of  classes  above 
the  common  interests.  The  interests  of  every 
class  will  be  best  served  by  a  harmonious  re- 
adjustment of  their  relations,  according  to 
sound  economic  principles. 

The  Unbalanced  State  of  Industry. 

For  now  more  than  a  year  we  have  been 
endeavoring  from  month  to  month  to  describe 
the  situation  and  to  point  out  that  prosperity 
would  not  return  until  a  general  readjustment 
of  wages  and  prices  had  been  accomplished. 
In  the  issue  of  this  Letter  for  December,  I92d, 
we  said : 

Manufacturers,  merchants,  labor  leaders,  owners  of 
stocks  in  railroads  and  industrial  companies — every- 
body in  business — are  aakinK  how  long  this  depression 
which  is  spreading  over  industry  is  likely  to  last. 
Nobody  can  tell  the  length  of  time,  but  it  is  not  diffi- 
cult to  name  the  principal  condition  necessary  to  a 
revival.  The  prices  of  what  the  farming  population 
wants  to  buy  must  conxe  down  to  correspond  with  the 
prices  of  what  it  has  to  sell.  I'ntil  then  the  state  of 
reciprocity  which  is  necessary  to  the  full  employmert 
of  labor  and  general  prosperity  cannot  exist.  The 
equilibrium  must  be  restored.  There  will  be  no  confi- 
dence in  the  situation  until  the  equilibrium  is  re- 
stored. Merchants  are  not  going  to  buy  goods  which 
they  know  their  customers  .'ire  unable  to  buy,  rail- 
roads will  not  buy  equipment  to  carry  goods  which 
will  not  be  bought,  construction  work  will  be  at  a 
standstill,  enterprise  will  be  dead,  until  a  basis  of  fair 
exchange  for  the  products  of  the  industries  is  reached. 

This  is  not  a  matter  of  resolution,  resentment,  or 
concerted  action.  It  results  from  the  character  of 
trade  relations,  from  the  fact  that  all  business  con- 
sists of  an  exchange  of  services.  What  one  class  of 
producers  does  not  get,  it  cannot  spend.  With  trade 
relations  out  of  balance  the  circulation  of  goods  must 
bo  curtailed.  •  •  •  Neither  the  farms  nor  the 
towns  can  buy  the  products  of  the  other  except  on 
a  basis  of  fair  exchange,  and  if  the  products  or 
services  of  either  are  unfairly  valued  the  entire  in- 
dustrial system  will  be  disorganized.  Wages  and 
farm  products  went  up  fairly  well  together,  and  it  is 
a  mistake  to  think  th.at  they  are  not  coming  down 
together,  for  they  are  tied  together  by  the  economic 
law. 

•  •  •  It  must  be  borne  in  mind  that  the  cost  of 
living  is  not  something  imposed  upon  the  wage- 
earning  class  from  above  or  from  the  outside;  It  is 
largely  dependent  upon  the  wages  they  insist  upon 
having  and  their  own  attitude  toward  their  work. 
They  should  not  disclaim  their  proper  .share  of  re- 
sponsibility for  the  cost  of  living,  or  think  they  can 
make  someone  else  bear  it.  Nor  can  they,  any  more 
than  any  other  class,  escape  their  share  of  the  re- 


suits  of  ills  and  calamities  that  afflict  the  world. 
They  may  say  that  they  are  not  responsible  for  the 
war  or  the  disorganization  of  industry  which  has  re- 
sulted from  the  war,  but  these  costs  must  be  borne  by 
society  as  a  whole,  with  every  member  bearing  some 
share. 

The  World  Situation 

The  war  brought  about  certain  changes  in 
the  price  level,  mainly  through  the  necessity 
that  existed  for  Europe  to  obtain  greatly  in- 
creased quantities  of  food  stuffs  and  raw  mate- 
rials from  this  country.  With  the  war  over, 
grain  production  in  Europe  outside  of  Russia 
is  back  almost  to  the  pre-war  production.  Tak- 
ing accoimt  of  the  diminished  purchasing 
power  of  Europe,  its  demands  upon  the  United 
States  have  fallen  very  greatly.  A  committee 
of  business  men  representing  the  Chamber  of 
Commerce  of  the  United  States,  headed  by 
Mr.  Defrees,  of  Chicago,  its  president,  has  re- 
cently made  a  tour  of  Europe  and  issued  a 
printed  report  upon  conditions,  in  which  they 
say  that  upon  a  conservative  estimate,  "the 
consumption  of  300,000,000  people  in  Europe 
has  been  reduced  to  not  over  30  per  cent  of 
what  it  was  before  the  war."  This  loss  of 
purchasing  power  has  affected  trade  and  in- 
dustry all  over  the  world,  and  men  are  intel- 
lectually blind  who  think  they  can  ignore  such 
conditions. 

That  certain  farm  products,  such  as  corn 
and  cotton,  will  regain  some  part  of  the  de- 
clines they  have  suffered,  may  be  expected,  but 
there  is  no  prospect  of  a  return  of  farm  prod- 
ucts generally  to  war  prices.  Ultimately,  Rus- 
sia will  resume  her  position  as  an  exporter 
and  competitor  in  western  Europe.  It  is  nec- 
essary, therefore,  to  look  forward  to  a  read- 
justment of  trade  relations  between  the  in- 
dustries upon  a  lower  level  of  money  values. 
Any  theory  that  present  levels  can  be  main- 
tained for  transportation  charges  and  manu- 
factured goods  when  farm  products  and  raw 
materials  have  fallen  to  pre-war  levels  is 
fallacious. 

Attitude  of  the  Labor  Organizations 

It  would  save  a  great  amount  of  agony  if 
these  simple  economic  propositions  could  be 
understood.  It  does  not  pay  to  disregard  facts. 
They  are  neither  friendly  nor  unfriendly  to 
labor ;  they  are  the  same  to  everybody,  un- 
emotional and  unyielding.  They  may  be  de- 
nounced and  heads  may  be  bruised  against 
them,  but  they  will  not  be  disturbed.  The 
wise  man  takes  account  of  them  and  adapts 
his  policies  to  them. 

Unfortunately  the  labor  organizations  have 
been  unable  or  unwilling  to  see  that  the  mar- 
ket for  their  services  no  longer  exists  at  the 
old  rates  of  pay,  and  that  it  was  not  only  just 
to  the  great  agricultural  population  that  wages 
in  the  other  industries  should  be  reduced,  but 
for  the  best  interests  of  the  wage-earning 
population  itself. 


They  do  not  see  that  the  economic  law  al- 
ready has  forced  a  great  reduction  of  actual 
wage-payments,  which  is  what  really  counts. 
It  means  nothing  to  the  wage-earners  to  have 
the  rates  high  if  there  is  no  work  to  be  had, 
or  work  only  part  time. 

Mr.  Lee,  head  of  one  of  the  railroad  brother- 
hoods, has  given  out  a  statement  in  which  as 
an  argument  against  wage  reductions  in  the 
railroad  service,  he  says : 

There  are  thousands  of  these  men  out  of  work, 
many  of  whom  have  as  high  as  fifteen  years'  service, 
because  there  is  no  need  for  them,  while  thousands 
of  others  have  to  try  to  live  on  w  few  days  a  month, 
which  is  all  the  railway  service  requires  from  them. 
Let  it  be  understood  that  no  transportation  wages 
are  paid  unless  the  time  Is  made. 

A  similar  argument  is  offered  in  behalf  of 
very  high  wage  rates  for  coal  miners.  It  is 
said  that  while  the  rates  are  high  the  miners 
have  work  only  part  time,  and  on  the  average 
make  only  very  moderate  wages. 

These  arguments  illustrate  the  importance 
of  paying  some  attention  to  economic  law.  It 
is  impossible  to  restore  prosperity  on  the  basis 
of  double  pay  for  half  time  work.  If  the  labor 
organizations  insist  upon  any  such  policy  they 
will  protract  present  conditions  until  they  have 
learned  the  economic  truth  that  an  abundance 
for  consumption  depends)  upon  ample,  pro- 
duction. Every  man  who  works  for  wages 
should  read  how  the  short  cotton  crop  has 
recently  advanced  the  price  of  raw  cotton  and 
cotton  cloth.  There  is  no  difference  in  eco- 
nomic effects  between  the  ravages  of  the  boll 
weevil  and  the  policy  of  half-time  work  in  the 
industries. 

High  Wages  Force  Unempioyment 

The  fact  is  that  wages  are  so  high  that  they 
force  unemployment,  the  public  not  being  able 
to  buy  the  products  at  the  existing  level  of 
costs.  The  story  of  the  farm  wagon  illustrates 
the  whole  situation.  If  wagons  cannot  be  sold, 
less  coal  will  be  used  in  the  factories  and 
fewer  trains  will  be  moved  on  the  railroads. 
It  is  probable  that  much  corn  will  be  burned 
for  fuel  this  winter,  which  means  that  less  coal 
will  be  mined  and  the  railroads  will  lose  the 
transportation  of  both  coal  and  corn.  Moreover, 
the  high  costs  of  transportation  and  of  mining 
coal  come  back  to  the  \\fage-earner's  door, 
added  to  the  cost  of  everything  he  buys. 

Broadly  speaking,  the  people  in  the  town  in- 
dustries must  sell  their  goods  and  services 
either  to  the  country  people  or  to  themselves. 
It  is  plain  that  the  former  cannot  take  their 
usual  share  at  present  prices,  and  the  town 
populations  have  nothing  to  gain  by  holding 
up  the  cost  of  living  on  themselves.  A  gen- 
eral reduction  of  industrial  costs  would  accom- 
plish two  very  desirable  objects,  to  wit :  pro- 
vide work  for  the  unemployed  and  lower  the 
cost  of  living  for  everybody. 


1'he  Scarcity  of  Capital 

It  is  taken  for  granted  as  in  the  interest  of 
the  wage-earning  class  that  the  well-to-do  -who 
are  able  to  continue  to  pay  the  present  high 
living  costs  should  be  required  to  do  so,  but 
if  their  living  costs  were  lower  they  would  be 
able  to  buy  more  or  invest  more  (which  is  the 
same  thing)  in  either  case  creating  a  larger 
demand  for  labor. 

It  is  taken  for  granted  that  if  a  rich  man 
embarks  upon  house-building  as  an  invest- 
ment, the  wage-earning  class  benefits  by  mak- 
ing houses  cost  as  much  as  possible.  But  if 
the  cost  is  100  per  cent  above  normal,  the  in- 
vestor's capital  will  put  up  only  one  house  in- 
stead of  two,  only  one-half  as  much  labor  will 
be  employed  and  the  rents  which  labor  nmst 
pay  will  be  correspondingly  higher.  The 
amount  of  construction  work  of  all  kinds  is 
limited  today  by  the  amount  of  capital  avail- 
able. If  the  wage-earning  class  absorbs  this 
available  amount  in  half-time  work,  it  will  go 
idle  the  other  half  and  lose  the  benefits  that 
would  come  with  an  increase  of  the  productive 
equipment  and  facilities  that  minister  to  the 
comfort  of  all  the  people. 

Why  Not  the  Easier  Way? 

Until  these  simple  economic  truths  are  com- 
prehended, the  present  slow,  grinding,  heart- 
breaking process  of  readjustment  must  con- 
tinue, with  millions  out  of  work  and  many  of 
them  gradually  eating  up  the  little  savings 
they  had  made. 

After  every  experience  of  this  kind  is  over, 
the  wonder  is  that  the  inevitable  end  was  not 
foreseen.  The  British  coal  strike  last  Spring 
cost  the  miners  over  $300,000,000  and  the  other 
wage-earners  of  the  country  a  very  large  sum 
through  enforced  unemployment.  The  British 
government  contributed  $50,000,000  from  the 
public  treasury  in  the  final  settlement,  to  help 
in  the  temporary  adjustment  of  wages,  and 
lost  more  than  that  in  declining  revenues  due 
to  the  falling  ofT  of  business  on  account  of  the 
strike.  All  of  that  was  clear  waste,  doing 
nobody  any  good.  Each  party  suffered  by  rea- 
son of  the  losses  of  the  other  party.  The  em- 
ploying class  suffered  because  the  loss  of 
wages  impaired  the  purchasing  power  of  the 
wage-earning  clas's,  and  this  aflfected  the  out- 
put of  all  kinds  of  industries  and  reduced  the 
consumption  of  coal  even  after  the  mines  had 
resumed.  On  the  other  hand,  the  wage-earn- 
ing class  suffered  through  the  losses  of  the 
employing  class,  as  the  latter  had  less  capital 
to  employ  in  industry  and  the  demand  for  labor 
was  lessened  in  consequence.  All  of  these  re- 
stilts  might  have  been  foreseen,  if  any  account 
had  been  taken  of  economic  conditions. 

Such  experiences  bring  to  mind  the  reunion 
of  the  surviving  veterans  of  the  opposing 
armies    of   the    great    battle    of    Gettysburg. 


which  took  place  on  the  historic  field  upon 
the  50th  anniversary  of  the  battle.  They  ate 
and  drank  and  slept  together,  toasted  each 
other,  and  told  what  profound  respect  they 
had  learned  to  have  for  each  other,  whicii 
was  all  very  well  for  those  who  survived,  but 
what  a  pity  they  did  not  find  out  the  truth 
about  each  other  before  they  fought  the  bat- 
tle in  which  thousands  of  as  good  men  as  the 
survivors  lost  their  lives. 

Errors  of  High  Authorities 

Of  course  the  wage-earners  are  not  the  only 
people  who  fail  to  see  that  their  own  interests 
are  best  served  by  a  study  of  mutual  inter- 
ests with  other  people.  Business  leaders  am! 
statesmen  often  show  the  same  inability.  In 
the  Spring  of  1919  British  maritime  interests 
wished  to  recover  control  of  the  White  Star 
and  other  British  lines,  held  by  the  Interna- 
tional Mercantile  Marine  Corporation,  an 
American  company,  and  were  ready  to  pay  a 
good  price  for  the  stocks.  The  ships  were  of 
British  registry  and  the  companies,  although 
controlled  by  American  ownership  of  the  stock, 
were  British  corporations,  subject  to  British 
taxation,  and  since  it  was  evident  that  the 
British  wanted  to  regain  control  of  the  lines 
the  American  owners  were  willing  to  sell.  It 
was  tolerably  clear  that  if  the  British  could 
not  recover  their  old  ships  they  would  build 
new  ones. 

The  terms  of  sale  were  agreed  upon,  but 
before  closing  the  negotiations  the  officials  of 
the  American  company  thought  it  proper  to 
submit  the  transaction  to  the  Government  at 
Washington  for  approval,  inasmuch  as  the 
Government  was  largely  interested  in  ship- 
ping. To  the  surprise  of  everybody  the  Wash- 
ington authorities  disapproved  of  the  sale  and 
asked  that  it  be  called  off.  They  didn't  want 
any  ships  to  get  away  from  American  control. 
So  the  sale  fell  through  and  the  British  pro- 
ceeded to  build  ships.  To  make  the  situation 
still  worse  the  Allies  took  all  the  German  ships 
away  from  them,  thus  forcing  more  construc- 
tion in  that  quarter,  and  now  there  are  so 
many  ships  on  the  ocean  that  there  is  no  profit 
in  shijiping  for  anybody.  Most  of  the  United 
States  Shipping  Board  fleet  is  tied  up,  and 
the  Congress  is  making  appropriations  out  of 
the  Treasury  to  pay  the  expenses  of  mainte- 
nance.   The  shipping  business  is  overdone. 

That  story  may  be  supplemented  by  the 
equally  instructive  one  about  thei  way  the  Spa 
Conference  compelled  Germany  to  send  more 
coal  to  France  than  France  needed,  with  the 
result  that  she  sold  it  in  outside  markets,  thus 
interfering  with  regular  exports  of  British 
coal,  contributing  to  break  down  the  price  and 
bringing  about  the  coal  strike,  which  hurt 
England  much  more  than  the  value  of  all  the 
coal  delivered  by  Germany  to  France. 


We  do  not  say  that  statesmen  are  always 
wiser  than  workingmen,  but  that  both  will 
find  it  to  their  advantage  to  take  account  of 
economic  law. 

Labor's  Stand  for  International  Peace 

The  American  Federation  of  Labor,  under 
the  leadership  of  Mr.  Samuel  Gompers,  has 
taken  a  very  strong  stand  in  favor  of  Disarma- 
ment, or  steps  for  the  reduction  of  armaments. 
This  means  presumably  that  they  believe  that 
all  disagreements  between  nations  may  be.  and 
should  be,  settled  by  conference,  negotiations 
and  arbitration.  It  is  an  intelligent  and  en- 
lightened view.  It  assumes  that  there  is  a  just 
basis  for  the  settlement  of  every  dispute,  ac- 
cording to  the  principles  which  every  civilized 
country  is  interested  in  having  maintained. 
The  same  considerations  apply  to  industrial 
disputes.  Every  industrial  disagreement  is 
subject  to  settlement  upon  general  economic 
principles  which  promote  the  common  welfare. 
Every  industrial  contention  should  be  brought 
to  this  test.  It  is  just  as  desirable  that  these 
disagreements  shall  be  settled  by  conference, 
negotiation  and  arbitration,  without  strikes, 
lock-outs,  boycotts  or  physical  violence  as  that 
international  differences  shall  be  settled  by  the 
processes  of  reason.  A  strike  is  a  resort  to 
force,  no  different  in  principle  from  a  resort 
to  military  action. 

The  Railroad  Controversy. 

In  discussing  the  wage  situation  it  is  im- 
portant to  bear  in  mind  that  many  groups  of 
wage-earners  have  exhibited  a  conciliatory 
r.pirit  and  have  accepted  very  considerable  re- 
ductions, but  there  are  other  groups  who  have 
not  done  so.  The  latter  accept  the  benefits 
of  reductions  elsewhere  but  refuse  to  recipro- 
cate, and  their  mistaken  action  inflicts  hard- 
ships upon  the  entire  community,  not  except- 
ing thousands  of  their  own  number,  by  forcing 
them  into  idleness. 

Among  those  who  have  pursued  this  illiberal 
policy  the  railroad  employes  are  conspicuous, 
a  fact  that  is  the  more  surprising  because  as  a 
group  they  are  men  of  a  high  average  of  in- 
telligence and  character,  who  would  be  expect- 
ed to  have  a  quick  understanding  of  the 
economic  relationships  involved  and  also  a 
strong  sense  of  the  moral  oliligations  to  the 
public  of  a  group  performing  an  indispensable 
service. 

It  is  an  obvious  fact  that  no  single  influence 
is  more  important  in  retarding  the  recovery 
of  industry  than  the  high  freight  charges 
which  have  been  adopted  for  the  purpose  of 
enabling  the  railroad  companies  to  meet  the 
wage-increases,  aggregating  more  than  100 
per  cent,  which  have  been  granted  since  the 
b'^nning  of  the  war.    The  effect  upon  bulky 


commodities,  such  as  farm  products  is  shown 
by  the  correspondence  above.  The  effect  is 
vastly  more  serious  because  of  the  fall  of 
prices,  as  freight  charges  have  become  a  much 
larger  percentage  of  the  value  of  the  products 
than  they  were  before.  It  is  authoritatively 
stated  that  the  increased  freight  charges  ac- 
count for  all  the  difference  between  the  cost 
of  iron  and  steel  before  the  war  and  now. 

The  Wage  Reduction  of  July  ist 

The  Railroad  Labor  Board  in  May  last 
ordered  a  reduction  of  wages  averaging  about 
12^  per  cent,  to  go  into  effect  July  1st  last. 
In  view  of  the  vital  relation  of  railroad  charges 
to  all  of  the  industries,  and  the  decline  of  liv- 
ing costs  that  had  then  taken  place  this  reduc- 
tion was  a  very  moderate  one.  It  left  the  rail- 
road employes  in  a  better  position  than  they 
were  before  the  general  downward  readjust- 
ment began.  In  its  relation  to  wages  and 
prices  generally  the  readjustment  of  railroad 
wages  at  a  reduction  of  ISJ,^  per  cent  would 
have  to  be  considered  as  an  advance,  for  it  in- 
creased their  purchasing  power  over  commodi- 
ties. 

There  is  plenty  of  evidence  that  the  brother- 
hoods were  quite  willing  to  accept  this  reduc- 
tion, but  instead  of  frankly  doing  so  the 
brotherhood  leaders  adopted  jockeying  tactics 
not  in  keeping  with  the  dignity  of  the  Govern- 
ment board  with  which  they  were  dealing  or 
with  the  importance  of  the  issue  to  the  public. 
They  proposed  to  the  railroad  officials  that 
they  would  accept  the  pending  reduction  if 
given  a  promise  that  no  further  reductions 
would  be  asked  for.  The  officials  of  the  com- 
panies properly  replied  that  in  view  of  the  pub- 
lic interest  in  the  costs  of  transportation  they 
did  not  feel  at  liberty  to  make  any  such  pledge. 
Then  the  brotherhoods  took  a  strike  vote, 
which  is  usually  interpreted  as  a  vote  to  back 
up  the  chiefs  in  their  negotiations. 

Movement  for  a  Second  Reduction 

Meanwhile,  the  public  demand  for  a  reduc- 
tion of  railroad  charges  was  increasing.  The 
railroads  had  been  granting  reductions  in  spe- 
cific rates,  to  relieve  situations  where  the  new 
rates  obviously  caused  excessive  hardship, 
until  according  to  the  statement  of  Mr.  Daniel 
Willard,  President  of  the  Baltimore  &  Ohio, 
approximately  one  half  of  the  income  from  the 
last  rate  increase  was  voluntarily  surrendered. 
The  presidents  met  again,  and  after  the  con- 
ference, on  October  It,  gave  out  a  statement 
of  which  the  opening  paragraphs  were  as  fol- 
lows: 

At  a  meeting  of  the  Association  of  Railway  Execu- 
tives It  was  determined  by  the  railroads  of  the  United 
States  to  seek  to  brlnpr  about  a  reduction  in  rates, 
and  IS  a  moans  to  that  end  to  seek  a  reduction  In 
present  railroad  wages,  which  have  compelled  main- 
tenance of  the  present  rates. 


Aa  *ppUc»tloa  vUl  ke  m«d«  iBUn«dlat«lj  to  th« 
Coiled  SUtea  RallixMtd  Laltor  Board  for  a  r«ductlon 
In  wrnct*  of  inUn  service  <'ni|>loye«i  sufflclpnt  to  re- 
movn  the  ramalDder  of  thu  incroaasa  made  by  the 
L<abor  Board's  daoialon  of  July  20,  l>30  (which  would 
Involve  a  further  reduction  of  approximately  10  per 
cent),  and  for  a  reduction  In  the  waxes  of  all  other 
claaaes  of  railroad  labor  to  the  "Kolni  rate"  for  such 
labor  In  the  several  territories  where  the  carriers 
operate. 

The  forsKOlnr  action  will  b«  taken  upon  the  under- 
standing that  concurrontly  with  such  reduction  in 
wages  the  benefit  of  the  reduction  thus  obtained  shall, 
with  the  concurrence  of  the  Interntate  Conunerce 
Commission,  bo  passed  on  to  the  public  in  the  reduc- 
tion of  existing  railroad  rates,  except  In  so  far  as  this 
reduction  shiill  have  been  made  In  th<>  meantime. 

This  announcement  of  the  railroad  presi- 
dents looking^  to  a  second  reduction  of  wages 
affords  no  reasonable  basis  for  a  strike,  if  the 
brotherhoods  intend  to  give  any  consideration 
to  the  machinery  provided  by  law  for  the  set- 
tlement of  such  questions.  The  presidents  an- 
nounced their  purpose  to  proceed  in  the  regu- 
lar manner  provided  by  law  to  present  their 
request  to  the  Railroad  Labor  Board  for  its 
approval.  There  was  not  the  slightest  reason 
to  suppose  that  they  intended  to  take  action 
without  the  approval  of  the  Board. 

For  the  brotherhood  executives  to  call  a 
strike  because  another  reduction  was  to  be 
proposed,  must  be  regarded  as  a  very  erratic 
and  unjustifiable  proceeding  to  say  the  least. 
It  looks  like  going  a  long  way  to  meet  trouble, 
and  to  make  themselves  aggressors,  not  to 
speak  of  the  contemptuous  treatment  of  an 
agency  created  by  law  to  deal  with  just  such 
situations. 

Other  Reasons 

Three  specific  reasons  are  given  by  Mr.  Lee 
for  calling  the  strike,  as  follows : 

1.  The  waso  reduction  of  July  1. 

2.  Proposed  further  reductions. 

3.  Proposed  elimination  of  rules,  which  would  mean 
still  further  reductions. 

It  appears  from  this  that  the  only  offense 
that  has  been  actually  committed  is  the  wage 
reduction  that  went'  into  effect  July  1,  and 
which  standing  alone  they  have  indicated  their 
willingness  to  accept. 

The  character  of  some  of  the  rules  and 
regulations  which  Mr.  Lee  suspects  may  be 
in  danger  of  revision  may  be  judged  by  the 
following  extract  from  a  recent  speech  by 
Governor  Henry  Allen  of  Kansas.  He  was 
discussing  the  "make  work"  policy  so  often 
pursued  by  the  labor  unions,  and  referring  to 
the  great  increase  of  employes  on  the  rail- 
roads under  government  management.  He 
said,  further: 

Recently  I  eacamlned  the  new  regrulatlon  of  crafts 
in  the  railway  business.  One  sample  Is  sufficient  to 
show  the  extraordinary  effect  that  has  followed  the 
illogical  expansion  of  the  personnel.  This  typical  case 
relates  to  the  removing  of  a  nozzle  tip  from  the 
front  end  of  a  locomotive.  Mechanically  it  is  as 
simple  an  rporatlon  as  the  unhitching  of  a  team 
of  mules,  yei  hem  Is  the  elaborate  jr  ^vision  of  the 
craft's  regulation  for  performing  tbi-     &ak. 


It  is  necessary  to  aend  for  a  bolter  maker  and  his 
helper  to  open  the  door  of  the  boiler,  because  that's  a 
boiler  maker's  job.  Then  you  must  send  for  a  pipe 
man  and  his  helper  to  remove  the  blower  pipe,  be- 
cause that  Is  a  pipe  man's  Job.  Then  you  must  send 
(or  a  machinist  and  his  helper  to  remove  the  nozzle 
tip,  because  that  is  a  machinist's  job.  Thus  they  have 
used  three  master  mechanics  and  three  helpers  to 
perform  a  simple  task  which  in  the  pre-war  days 
was  performed  by  a  handy  man  around  the  place  who 
was  called  a  helper.  Has  It  brought  prosperity  to 
the  railroad  men?  More  railroad  men  are  out  of  em- 
ployment in  the  I'nitcd  Slates  today  than  at  ony 
other  time  since  the  administration  of  Grover  Cleve- 
land. The  doctrine  of  doing  as  little  as  you  can  for 
as  much  as  you  can  get  has  killed  the  goose  that  lays 
the  Industrial  egg. 

Utterances  of  Brotherhood  Chiefs 

The  utterances  of  the  brotherhood  chiefs 
in  discussing  the  strike  have  not  been  such  as 
would  tend  to  sustain  the  reputation  that  the 
heads  of  these  organizations  have  borne  in  the 
past  for  intellectual  calibre  and  sound  judg- 
ment. Thus  Mr.  Stone,  of  the  engineers  is 
quoted  as  dismissing  the  suggestion  of  gains 
to  the  public  by  rate  reductions  with  the  com- 
ment that  "the  middlemen  would  get  them  all." 

Mr.  Lee  asks: 

Wherein  Is  there  justification  for  a  demand  that 
nropo.ses  to  compel  trananort.-xtlon  emoloves  to  work 
under  unsatisfactory  conditions  thai  do  not  Include 
every  other  class  of  employers  and  employes'/ 

If  he  as  a  railroad  man  does  not  kr\ow  the 
difference  in  the  eyes  of  the  law  between  the 
railroad  business  and  any  ordinary  business  or 
occupation  not  vital  to  the  life  of  the  com- 
munity, he  is  a  long  way  behind  the  times 
for  a  man  who  holds  the  position  he  does  in 
relation  to  railroad  service.  The  owners  of 
railroads  had  to  learn  that  lesson  long  ago. 

The  chiefs  have  given  out  some  amazing 
interviews  upon  the  financial  affairs  of  the 
roads,  the  machinations  of  Wall  Street,  etc., 
which  it  is  charitable  to  presume  were  pre- 
pared for  them,  and  into  the  truth  of  which 
they  had  never  had  opportunity  to  examine. 

The  Larger  Railroad  Problem. 

The  railroad  problem  does  not  consist  en- 
tirely of  the  issue  raised  by  the  brotherhoods, 
although  that  is  of  fundamental  importance. 
It  involves  not  only  the  questions  of  proper 
pay  for  the  employes  and  of  the  right  of  the 
employes  to  deprive  the  public  of  railroad 
service,  but  also  the  question  of  compensation 
for  capital  employed  in  the  railroad  service, 
and  whether  the  roads  shall  be  owned  and  op- 
erated by  the  government  or  by  private 
parties. 

These  are  large  and  grave  questions,  calling 
for  a  high  degree  of  competency  in  the  elec- 
torate. They  must  be  passed  unon  with  the 
kind  of  vision  and  judgment  required  of  biisi- 
ness  men  in  the  management  of  lari:;e  affairs. 
Action  should  be  guided  upon  economic  prin- 


ciples,  with  a  view  to  aiding  industry  and  serv- 
ing the  general  interests,  and  with  an  under- 
standing that  those  policies  which  serve  so- 
ciety best  will  serve  every  class  and  division 
of  society  best  in  the  long  run. 

The  Regulation  of  Rates  and  Wages 

In  this  country  the  public  depends  upon 
private  capital  to  supply  railroad  service.  It 
must  continue  to  do  so,  unless  the  railroads 
are  taken  over  by  the  government,  and  ex- 
perience with  government  management  of  rail- 
roads, government  management  of  shipping 
and  government  management  of  every  kind, 
has  proven  that  transportation  service  will  cost 
more  under  government  management  than 
under  the  management  of  private  companies. 
If  we  depend  upon  private  capital,  then  we 
,  must  allow  it  to  earn  enough  to  make  invest- 
ments in  railroads  fairly  comparable  in  re- 
turn to  other  investments.  It  is  to  the  inter- 
est of  the  public  that  the  capital  invested  in 
railroads  shall  have  a  fair  return.  It  is  good 
policy  from  the  standpoint  of  the  public  to 
allow  such  a  return — a  necessary  policy  be- 
cause otherwise  the  railroad  service  will  de- 
teriorate. 

And  so  on  the  other  hand  it  is  both  right 
and  good  policy  to  pay  wages  that  will  attract 
capable  and  trustworthy  men  to  the  railroad 
service. 

'"'  ?  necessity  for  fair  returns  upon  capital 
ana  lair  wages  for  employes  can  hardly  be 
the  subject  of  argument,  but  how  is  the  pub- 
lic to  determine  what  is  fair  in  both  of 
these  cases?  Obviously  it  must  be  done 
through  some  public  agency — a  body  of  men 
representing  the  public.  It  is  necessary  to 
have  organization — government — in  order  to 
carry  out  all  social  aims,  and  to  put  confidence 
in  the  agencies  of  government  and  sustain 
them.  They  are  not  infallible,  and  they  are 
answerable  to  the  public  for  the  manner  in 
which  they  discharge  their  responsibilities,  but 
criticism  of  them  should  be  well-informed  and 
directed  to  specific  faults  of  administration. 
It  is  a  symptom  of  immaturity  and  social  in- 
competency for  people  to  raise  a  great  outcry 
against  a  court  or  ,an  administrative  body 
simply  because  its  decisions  or  actions  run 
counter  to  what  is  popularly  desired  at  the 
time.  It  is  like  the  outcry  of  schoolboys 
against  an  umpire. 

Two  such  Boards  have  been  established  to 
deal  with  the  railroads  and  railroad  employes 
— one  the  Inter-State  Commerce  Commission 
and  the  other  the  Railroad  Labor  Board. 

The  Valuation  of  Railroads 

In     1913     because    of    the    differences    of 

opinion  existing  about  the  actual  value  of  the 

railroad     property.     Congress     directed     the 

Inter-State  Commerce  Commission  to  under- 


take a  detailed  survey  and  valuation.  The 
Commission  established  a  subordinate  organi- 
zation for  that  purpose  at  the  head  of  which 
was  placed  Mr.  diaries  A.  Prouty,  for  many  years 
a  member  of  the  Commission,  and  who  com- 
manded the  confidence  of  that  body.  It  may 
be  added  that  Mr.  Prouty  had  been  throughout 
his  service  on  the  Commission  one  of  the  most 
aggressive  champions  of  greater  powers  for 
that  body,  and  one  of  the  members  in  whom 
the  critics  of  the  railroads  always  had  great 
confidence.  Mr.  Prouty  virtually  organized 
the  valuation  force,  consisting  of  engineers 
and  accountants. 

The  work  of  valuation  is  well  advanced,  and 
when  the  Esch-Cummins  act  went  into  eflfect, 
and  it  became  necessary  for  the  Commission 
to  place  a  valuation  upon  the  railroad  prop- 
erty of  the  country  as  a  basis  for  rate-making 
the  Commission  used  the  data  that  it  had 
gathered  as  a  means  of  reaching  a  tentative 
estimate. 

It  should  be  understood  that  this  valuation 
for  rate-making  purposes  is  not  based  upon 
the  amount  of  bonds  and  stocks  outstanding, 
and  therefore  that  the  talk  of  "watered  stock" 
in  this  connection  has  no  foundation.  This 
was  definitely  set  forth  by  Mr.  Edgar  E.  Clark, 
then  chairman  of  the  Inter-State  Commerce 
Commission,  before  the  Senate  Committee  on 
Manufactures  last  year  when  it  had  under  con- 
sideration the  Calder  bill  for  the  regulation  of 
the  coal  industry.  The  question  of  railroad 
rates  being  up,  the  valuation  of  the  railroads 
adopted  by  the  Commission  became  a  subject 
of  inquiry  by  members  of  the  Committee,  as 
follows : 

Senator  Reed:  How  did  you  get  at  the  value  of 
the  property?  What  is  the  general  basis?  Is  It 
stocks  and   bonds?     Is   it  pliysical   value? 

Mr.  Clark:  Stocks  and  bonds  were  not  considered 
at  all.  The  question  of  capitalization  was  not  thought 
of.  It  is  the  fair  value  as  clo.sely  as  could  be  estimated 
and  approximated  at  that  time  of  the  physical  property 
which  was  devoted  to  the  transportation  service.  We 
had  ai  mass  of  information  gathered  in  our  valuation 
work,  which  is  not  in  complete  form  to  be  given  out 
In  the  form  of  reports  and  findings,  and  the  transpor- 
tation act  speciflcally  authorized  us  to  avail  our.selves 
of  that  information.  We  availed  ourselves  of  all  the 
Information  we  could. 

Senator  Jones  of  New  Mexico:  Does  that  figure 
($18,900,000,000)  include  the  percentage  arising  from 
the  increase  In  the  value  of  materials  and  propprty  in 
recent  years,  since  the  roads  were  constructed. 

Mr.  Clark:  No.  it  does  not  attempt  to  equate  the 
values.  The  principal  figures  that  we  used  in  our  values 
are  as  of  1913  and  1914.  We  fixed  the  price  units  on  u 
given  railroad  valuation  as  of  June  30,  1914.  Those  pricf 
units  we  think  were  accurate,  and  they  were  based  on 
experience  of  a  series  of  years  In  the  past  up  to  that 
date,  and  the  prices  then  prevailinR,  for  the  deter- 
mination of  what  was  up  to  that  time  the  normnl 
price  for  fixinK  the  value  of  a  box  car,  a  piece  of 
track  or  anything  else.  If.  on  a  given  railroad,  we 
had  made  our  figures  on  the  basis  of  the  valuation 
established,  say.  of  June  30,  1913,  we  then  computfil 
the  value  of  what  the  railroad  had  at  thnt  time.  All 
that  had  been  put  in  since  that  time,  added,  has  been 
computed  on  Its  cost. 


Senator  Jones:  Then  the  valuation  which  you 
have  put  upon  the  railroad*  !■  baaed  more  largely  on 
MMt  than  on  preaent  value.  Is  it  not? 

Mr.  Clark:  Tea,  air.  It  la  baaed  on  three  different 
valuea  that  we  determined.  First,  the  cost  of  reproduc- 
tion as  of  the  date  of  valuation,  then  upon  the  cost  of 
reproduction  leas  depreciation,  which  represents  the 
depreciated  condition  of  the  property  as  of  that  date, 
and  then  the  actual  cost  to  date. 

Senator  Pomerene:  $18,900,000,000  was  the  best 
judgment  of  the  Commission  after  goinK  through  all 
the  ^dat*  that  had  been  gathered  during  all  these 
yeara? 

Commissioner  Clark:     Yea  sir. 

Senator  Pomerene:  That  should  aet  at  reat  the 
charge  that  there  is  19,000,000,000  of  water  in  the  rail- 
roads now. 

That  statement  should  be  conclusive  as  to 
the  basisi  of  the  valuations,  particularly  so  f:ir 
as  the  brotherhoods  are  concerned,  for  Mr. 
Clark  formerly  was  head  of  the  Order  of 
Railway  Conductors,  resigning  to  become  a 
member  of  the  Inter-State  Commerce  Com- 
mission, to  which  he  was  appointed  by  Presi- 
dent Roosevelt.  He  amply  demonstrated  his 
qualifications  for  the  position  by  his  service 
on  the  Board,  where  he  rose  to  the  Chairman- 
ship, which  he  held  at  the  time  the  valuation' 
was  adopted.  Probably  no  member  of  the 
body  has  been  more  influential  in  recent  years 
than  Mr.  Clark.  It  does  not  reflect,  therefore, 
in  any  way  upon  the  original  appointment  to 
surmise  that  in  making  it  President  Roosevelt 
was  influenced  in  some  degree  by  a  desire  to 
have  a  man  on  the  Board  who  would  under- 
stand the  point  of  view  of  the  employes,  and 
in  whom  they  would  have  confidence. 

There  is  not  the  slightest  reason  why  the 
railroad  brotherhoods  should  refuse  to  accept 
the  statements  and  judgment  of  Mr.  Gark,  but 
they  seem  to  have  preferred  to  employ  Mr. 
Plumb  to  prepare  figures  to  suit  their  pur- 
poses. 

Supervision  Over  Capitalization  Since  1907 

In  this  connection  it  is  worth  noting  that 
since  1907  the  Inter-State  Commerce  Com- 
mission has  had  supervision  over  railroad 
book-keeping,  and  under  its  regulations  no  ad- 
ditions to  the  property  investment  account 
have  been  permitted  except  by  the  approval 
of  the  Commission  and  against  actual  capital 
investments.  The  property  account  on  De- 
cember 31,  1907,  was  $13,030,344,328  and  on 
December  31,  1919.  $20,124,908,615.  Here  then 
was  about  $7,000,000,000  added  to  the  account 
under  the  supervision  of  the  Commission  in 
twelve  years.  The  mileage  of  the  roads  in- 
creased in  that  time  from  about  236,000  miles 
to  about  260,000  miles,  or  about  10  per  cent. 
It  is  true  that  most  of  the  capital  expendi- 
tures in  recent  years  have  been  for  the  im- 
provement of  existing  lines,  but  with  the  Com- 
mission approving  capital  investments  amount- 
ing to  $7,000,000,000  in  the  last  twelve  years, 
is  it  probable,  as  asserted  by  critics,  that  the 


total  investment  in  the  roads  is  not  now  over 
$12,000,000,000?  This  would  mean  that' the 
total  cost  of  23C.OOO  miles  of  railroads  up  to 
1907  was  only  $.';,00(».()(»0.000,  or  less  than 
$1.'),000  per  mile,  including  terminals,  cn'iip- 
ment  and  working  capital. 

The  Esch-Cummins  Act 

The  Esch-Cummins  law  instructs  the  Board 
to  adjust  rates  so  that  as  closely  as  may  be 
they  will  yield  a  return  of  5}^  per  cent  upon 
the  actual  aggregate  value  of  railroad  property, 
with  a  possible  allowance  of  Yt  per  cent  more 
to  apply  upon  investments  in  non-productive 
improvements,  such  as  track  elevation,  etc., 
which  are  in  the  public  interest  but  do  not 
directly  increase  earnings. 

There  is  a  great  protest  against  the  law 
upon  the  claim  that  it  makes  railroad  invest- 
ors a  preferred  class,  by  giving  them  a  gruar- 
anteed  return  where  no  other  business  has  a 
guaranteed  return.  This  is  a  gross  misrepre- 
sentation of  the  facts.  The  railroad  business 
is  in  a  class  by  itself,  as  a  business  in  which 
charges  and  earnings  are  restricted  by  law. 
Government  regulation  of  railroads  is  pri- 
marily for  the  purpose  of  liniiting  their  charges 
to  rates  no  higher  than  is  required  to  yield  a 
fair  return  upon  the  capital  actually  invested, 
•^Vi  per  cent  being  named.  If  earnings  rise 
above  that  figure,  the  charges  are  to  be 
lowered. 

A  Rule  Must  Work  Both  Ways 

It  is  fundamental  that  wherever  earnings 
are  thus  specifically  limited  to  an  ordinary 
interest  return  some  compensation  must  be 
given  in  the  way  of  assurance  of  regular  re- 
turns. If  an  investor  may  not  participate  in 
the  ordinary  business  opportunities  for  profit 
in  good  times  he  should  be  protected  from 
the  losses  of  bad  times.  The  regulation  of 
railroad  charges  cannot  be  based  upon  the 
theory  that  capital  invested  in  railroads  shall 
have  only  SJ'a  per  cent  in  good  times  and 
nothing  in  bad  times. 

That  kind  of  a  policy  will  not  be  beneficial 
to  the  public,  because  the  railroads  cannot  be 
sustained  on  that  basis.  It  is  an  attempt  to 
get  something  of  value  for  less  than  it  costs, 
and  of  course  it  will  fail.  Any  policy  is  short- 
sighted which  will  not  maintain  the  railroads 
in  position  to  obtain  from  investors  the  sums 
that  are  constantly  needed  for  improvements — 
sums  amounting  to  hundreds  of  millions  of 
dollars  per  year. 

Five  and  One-Half  Per  Cent  as  a  Fixed  Return 

Five  and  one-half  per  cent  upon  a  pre-war 
investment  is  not  a  high  return.  In  purchas- 
ing power  it  is  very  much  less  than  before 
the  war.  The  cost  of  living  has  gone  up 
for  the  railroad  stockholders  as  for  other  peo- 
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pie.  Railroad  employes  had  their  wages  dou- 
bled because  the  cost  of  living  had  risen,  and 
light  vigorously  against  reductions  now  that 
the  cost  of  living  has  declined,  but  the  stock- 
holder is  allowed  no  more,  and  the  earnings 
available  for  dividends  are  very  much  less. 

It  is  a  well-known  fact  that  Syi  per  cent  is 
below  the  going  rate  at  which  money  loans 
today  on  good  mortgage  security,  with  an 
equity  of  40  or  50  per  cent  to  protect  the 
lender.  There  is  no  such  equity  to  protect 
railroad  investments,  and  many  railroads  turn 
out  to  be  poor  investments.  The  recent  his- 
tory of  Western  Pacific  and  Denver  &  Rio 
Grande  are  cases  in  point. 

There  is  no  guaranty  of  5^  per  cent  or 
undertaking  on  the  part  of  the  Government 
to  make  up  any  deficit  below  that  rate.  The 
consolidated  earnings  of  all  the  properties  for 
the  first  six  months  of  1921  were  at  the  rate  of 
1.8  per  cent  per  year,  and  for  the  full  year 
probably  will  not  exceed  3  pc  cent.  The  law ' 
names  5^  per  cent  as  a  return  which  the  com- 
panies will  be  allowed  to  make  if  they  can. 
It  is  a  strange  perversion  to  represent  it  as 
favoring  railroads  above  businesses  which  have 
no  restriction  upon  their  earnings. 

Market  Value  of  Securities 

One  of  the  arguments  by  which  critics  seek 
to  discredit  the  valuation  of  the  Commission 
is  that  it  is  much  in  excess  of  the  present 
market  value  of  the  outstanding  bonds  and 
stocks— it  is  said  $7,000,000,000  above.  We  do 
not  know  whether  these  figures  are  correct 
or  not,  but  it  is  true  that  railroad  securities 
are  very  much  depressed  at  this  time.  If, 
however,  that  is  a  good  reason  for  scaling 
down  payments  upon  them,  the  argument  will 
apply  to  government  bonds  as  well  and  justify 
paying  them  off  at  85  to  90  cents  on  the  dollar. 

The  reason  in  common  for  the  depression 
of  Liberty  bonds  and  railroad  securities  has 
been  the  general  state  of  the  money  market 
and  the  scarcity  of  new  capital,  owing  to  the 
great  governmental  expenditures,  high  taxa- 
tion and  high  cost  of  living.  Current  interest 
rates  upon  new  security  issues  have  been  much 
above  the  rates  on  old  issues,  including  the 
Liberties,  causing  holders  to  sell  the  latter 
to  buy  the  former.  Many  holders  have  found 
it  necessary  to  sell  in  order  to  pay  debts  or 
living  expenses.  As  the  yield  upon  railroad 
stocks  and  bonds  did  not  increase  with  the 
cost  of  living,  thq  holders  found  their  incomes 
diminishing  in  purchasing  power,  and  market 
values  declining. 

The  stock  of  the  Pennsylvania  railroad 
which  has  no  water  in  it,  was  paying  6  per 
cent  before  the  war.  The  purchasing  value 
of  those  dividends  became  relatively  less  with 


the  general  rise  of  wages  and  prices,  and  last 
Spring  the  rate  was  reduced  to  4  per  cent. 
Naturally  the  market  price  of  the  stock  has 
declined. 

The  preferred  stock  of  the  Chicago,  Milwau- 
kee &  St.  Paul  company  was  sold  to  the  pub- 
lic by  the  company  years  ago  at  par,  $100  per 
share.  Dividends  have  been  suspended  upon 
it,  and  the '  stock  is  changing  hands  in  the 
market  under  $40  per  share.  There  are  people 
who  seriously  argue  that  this  value  should  be 
adopted  as  the  basis  for  rate-making  in  the 
future.  They  are  too  impatient ;  if  the  stock 
goes  without  dividends  a  few  years  longer  it 
may  decline  to  $20,  or  to  the  value  of  Rus- 
sian government  bonds. 

It  is  true  that  railroad  securities  have  been 
more  depressed  than  Liberty  bonds,  and  one 
reason  is  that  up  to  this  time  there  has  been 
no  nation-wide  campaign  to  discredit  the  lat- 
ter. It  may  come  yet.  If  the  idea  should  be- 
come prevalent  that  the  Liberty  bonds  have 
passed  into  comparatively  few  hands,  an  agi- 
tation in  favor  of  scaling  them,  or  scaling  the 
money  in  which  they  are  payable,  might  gain 
considerable  strength  among  the  same  element 
that  has  sought  for  years  to  discredit  rail- 
road securities. 

Influence  of  Bankers 

The  ownership  of  railroad  securities  is  with 
investors  rather  than  with  bankers,  although 
savings  banks  are  large  holders  of  railroad 
bonds.  Investment  bankers  are  agencies 
through  which  a  great  many  railroad  securities 
have  been  distributed  to  the  public.  For  the 
services  rendered  in  accomplishing  such  sales 
the  bankers  have  received  commissions.  No  bet- 
ter way  of  distributing  securities  to  the  public 
than  through  the  organizations  experienced 
in  such  work  has  been  found.  Even  the  non- 
partisan League  administration  of  North  Da- 
kota has  recently  found  it  advisable  to  engage 
such  services.  Through  the  relationship  thus 
established  with  security-holders  it  has  fre- 
quently happened  that  the  bankers  have  been 
called  upon  to  serve  upon  railroad  directorates 
and  assume  some  responsibility  in  the  manage- 
ment of  railroad  affairs.  They  have  acted  in 
good  faith,  representing  the  interests  en- 
trusted to  their  care,  and  the  intimations  that 
their  influence  has  been  harmful  to  the  roads 
or  the  i)ublic  belong  in  the  category  of  suspi- 
cious and  ignorant  surmises. 

The  Pennsylvania  railroad  is  owned  by 
140.000  stockholders  of  record,  and  many  thou- 
sands more  participate  in  supplying  the  capital 
it  employs,  through  the  bonds  held  by  savings 
banks,  insurance  companies  and  numerous 
trust  funds.     It  would  be  highly  desirable  to 
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have  the  ownership  of  all  the  roads  distributed 
in  like  manner,  and  particularly  among  the 
railroad  employes.  Many  of  the  companies 
have  made  special  efforts  to  place  their  stock 
among  their  own  employes,  and  all  would  be 
glad  to  afford  helpful  facilities.  It  is  probable 
that  the  number  of  people  interested  in  rail- 
road bonds  and  stocks  exceeds  the  number  of 
railroad  employes,  and  they  are  entitled  to  the 
same  consideration  at  the  hands  of  the  public. 

Distribution  of  Income. 

We  gave  two  months  ago  a  table  from  Pro- 
fessor Friday's  book  upon  Profits,  Wages  and 
Prices,  showing  the  distribution  of  wealth 
added  by  the  processes  of  manufacture,  as 
compiled  by  him  from  the  reports  of  corpora- 
tions to  the  Government  in  the  year  1917. 
That  table  is  instructive,  but  inasmuch  as  it 
dealt  only  with  the  "value  added"  it  does  not 
g^ve  a  complete  picture  of  the  distribution  of 
the  gross  income  of  employers  engaged  in  in- 
dustry. 

The  opinion  is  often  expressed  that  employ- 
ers should  continue  to  operate  even  though 
they  are  not  finding  sale  for  their  products, 
in  order  to  give  employment  for  labor.  The 
practicability  of  this  policy  may  be  judged 
from  the  following  figures  given  out  by  the 
General  Electric  Company,  showing  the  dis- 
tribution of  its  income  over  a  period  of  three 
years,  and  those  the  most  prosperous  years  of 
its  history.  The  figures  show  the  average 
distribution  of  each  dollar  of  gross  receipts  in 
the  years  1918-19-20: 

Cents 
Wages    and    salaries    (paid    to    an    average    of 

73.900    employes)    41.7 

Matui-iaU.      supplies,      depreciation,      operating 

charges  and  losses 40.6 

Taxes   - 5.8 

Surplus  (used  for  enlarging  plants,  inventories 

and   working   capital)    4.7 

Dividends  to  all  stoclcholders   (average  number, 

21,461)     4.0 

Transportation,   telephone  and  telegraph 2.5 

Interest  on  borrowed  capital 1.2 

Total    _ 100.00 

This  statement  will  show  the  necessity  for 
a  continuous  inflow  of  money  to  keep  the 
business  in  funds  to  operate.  The  costs  of  op- 
eration'took  over  91  per  cent  of  the  gross  re- 
ceipts as  fast  as  they  came,  and  the  gross  re- 
ceipts aggregated  hundreds  of  millions  of  dol- 
lars. It  is  impossible  for  such  an  organiza- 
tion to  operate  long  without  selling  its  prod- 
ucts. The  figures  also  show  how  small  is  the 
possibility  of  increasing  wages  at  the  expense 
of  profits,  even  if  all  of  the  latter  were  de- 
voted to  that  purpose  in  the  case  of  one  of 
the  most  prosperous  companies  in  the  country. 


World  National  Debts  in  1921 

Nearly  Ten  Time*  at  Much  ■• 
at    the    Beginning    or   tbe    War 


By  O.   P.  Austin 
StaHstitimm,  Tie  tSutitnal  City  Haak  »f  New  Ytrt 


World  national  debts  in  1921  are  nearly  ten 
times  as  much  as  at  the  beginning  of  the  war. 
The  tabulation  herewith  presented  shows  the 
debts  of  one  hundred  principal  countries  and 
colonies  of  the  world  in  the  year  preceding  the 
war,  1913,  and  in  the  year  of  its  close,  1918, 
also  figures  for  1919,  and  at  the  latest  available 
date,  1921,  wherever  possible  and  in  other 
cases  1920.  The  totals  when  transformed  into 
United  States  dollars  at  the  par  value  of  the 
currencies  of  the  countries  named  advanced 
from  43  billion  dollars  in  1913  to  205  billions 
in  1918,  the  closing  year  of  the  war,  295 
billions  in  1919,  the  first  full  peace  year,  and 
383  billion  dollars  at  the  latest  date  for  which 
figures  are  now  available,  indicating  that  the 
total  of  national  indebtedness  at  the  close  of 
1921  will  approximate  and  perhaps  exceed  400 
billion  dollars  against  the  43  billions  of  1913. 

The  interest  charges  on  these  national  debts 
which  amounted  to  over  IJ^  billion  dollars 
per  annum  in  the  pre-war  period  are  now  ap- 
proximately 15  billion  dollars  per  annum, 
though  the  fact  that  most  of  the  governmental 
borrowings  during  and  since  the  war  have 
been  drawn  from  their  own  people  suggests 
that  a  larger  share  of  the  interest  payments 
is  now  distributed  at  home  than  in  the  pre- 
war years  when  many  of  the  national  loans 
were  placed  in  foreign  countries. 

The  "debt  habit",  which  was  forced  upon 
many  governments  during  the  war  period,  has 
been  continued  in  certain  countries  since  its 
close  by  the  fact  that  governmental  expendi- 
tures have  been  permitted  to  exceed  the  in- 
come from  taxation,  and  with  the  creation  of 
big  annual  deficits  the  aggregate  of  debts  has 
continued  to  expand  even  down  to  the  present 
time  and  in  a  very  large  proportion  of  the  one 
hundred  countries  named  the  debt  figures  of 
1920-21  materially  exceed  those  at  the  close 
of  the  war. 

This  "deficit  habit,"  caused  in  certain  coun- 
tries by  the  decrease  in  purchasing  power  of 
the  currency  in  which  expenses  were  esti- 
mated and  taxation  levied,  has  also  resulted 
in  further  increases  in  the  world's  total  of 
paper  currency,  supplied  by  the  great  banks 
of  issue  to  their  governments  to  enable  them 
to  meet  the  recurring  deficits,  and  a  tabula- 
tion of  world  currencies  at  the  present  time 
would  likewise  show  large  increases  over 
those  existing  at  the  termination  of  the  war. 

All  debt  figures  in  the  tabulation  here  pre- 
sented  have   been   transformed   into    United 
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States  currency  at  the  pre-war  normal  value 
of  the  respective  currencies — the  "par  of  ex- 
change"— since  the  fact  that  the  obligations  in 
question  are  payable  at  dates  many  years  dis- 
tant would  render  impossible  any  other  meth- 
od of  estimating  their  value. 

Attention  is  especially  called  to  the  fact  that 
statements  of  national  debts  for  a  given  year 
are  more  distinctly  "subject  to  revision"  than 
those  relating  to  other  subjects,  by  reason  of 
the  fact  that  debt  statements  of  most  of  the 
important  countries  are  issued  at  frequent  in- 
tervals— monthly  or  quarterly — and  the  offi- 
cial figures  issued  at  a  given  month  or  quarter 
of  the  year  often  differ  in  some  degree  from 
those  officially  issued  at  a  later  date  of  the 
same  year.  The  figures  herewith  presented 
are  wherever  possible  drawn  from  official 
sources  and  in  other  cases  from  standard 
authorities,  though  those  for  1921  are  in  cer- 
tain instances  necessarily  based  upon  reports 
appearing  in  the  economic  journals  and  daily 
press. 

NATIONAL    DEBTS   OF    THE    WORLD, 

In   Vnited    States  Dollars.   Reduced  at  Normal   (Pre- 

War)   Value  of  the  respective  currencies. 

(000,000  omitted) 

1913           1918  1919  1921 

Million     Million  Million  Million 

Dollars     Dollars  Dollars  Dollars 

Argentina    »732            $866  »576  »758 

Australia     81            1.382  1,586  1,»56 

Aust.    suites    1,349           1.824  1,854  k  1.859 

Austria    (J)    2,152         15,807  16,910  15,834 

Algeria    35         g     35  g    35  g       35 

Barbados    „ 2  2  k         2 

Belgium    722         11,902  1,902  4,670 

Belgian  Congo  53         1      67  67  i        67 

Bolivia    19                 26  27  1         27 

Brazil    a  664           1,145  1,188  969 

Brit.    Ea.st   Africa...               1                   2  2  k          2 

British  Guiana  4                 6  S  k         5 

British    Honduras..  1111 

Brit.    Colonies    (S)               8                 12  13  H 

Bulgaria    a  135              900  1,432  1    1,432 

Canada    483           1,863  2,250  2,345 

Ceylon    _            80               27  24  1        24 

Chile    210              228  231  240 

China    969       e  1,061  1,886  1    1,886 

Chosen    22                47  53  k        69 

Colombia     24                 23  23  39 

Costa  Rica  16      f       20  80  i        80 

Cuba    ._ c      67               88  84  87 

Cyprus    1                  1  1  k         1 

Czecho-Slovakla. k  7,000  9,135 

Denmark     96               162  210  215 

Dom.    Republic c      13                14  13  k        13 

Dutch    K.    Indies....      no  data    e     92  170  k      149 

Ecuador     18                 26  28  I        28 

EBj-pt 459               460  469  k      461 

P'inland   34             120  367  382 

France     6,846         80,400  40,000  61,000 

French  Col.   (S).-.    a   211             579  S80  1      580 


Fr.  Indochina  47  g    47  g    47  g       47 

Germany     1,194  39,200  48,552  71,000 

German    States   3,855  f4,341  4,500  k  8,300 

German    Colonies..           32  g    32  g    32  g        32 

Gold   Coast   12  16  16  k        16 

Greece    207  248  469  812 

Guatemala    n     18  f     16  17  18 

Haiti    „ c      30  24  32  i         32 

Hawaii    „ e        8  9  9  k        11 

Honduras   (q)   91  29  28  k        30 

Hong  Kong  7  7  7  k          7 

Hungary     j  1,731  8,514  9,412  14,200 

Iceland   47  51  63  i         53 

India,    British    al476  1,546  2,310  2,263 

Italy    2,921  12,000  13,102  18,650 

Jamaica    18  18  18  k        19 

Japan     1.242  1,246  1,300  1,713 

Jugo-Slavia   r    174  546  705  k      705 

Latvia    «  H  i         H 

Leeward     Islands...              1  1  1  k          1 

Liberia  c        2  2  2  2 

Lithuania    10  10 

Luxemburg    b        2  t         9  k       25  k        25 

Madagascar     18  i      20  20  i         20 

Malay  States 

Federated     6  8  8  k          8 

Other  2  2  k          1 

Mauritius    6  6  6  k          6 

Mexico     a  222  377  409  o      282 

Morocco     60  80  k     103  k      103 

Netherlands    c    462  652  981  1.046 

Newfoundland     27  35  42  i         42 

New  Zealand  438  734  856  978 

Nicaragua    9  16  10  6 

Nigeria    40  41  41  57 

Norway   97  197  268  k      314 

Nyasaland    15  15  1         15 

Panama    .3773 

Paraguay    13  14  9  9 

Persia    32  41  45  46 

Peru     34  28  h     28  k        29 

Philippines    12  t      20  20  21 

Poland    k36,650  69,000 

Portugal    948  1,290  1,294  1,880 

Porto    Rico    7  8  9  k        10 

Roumania     317  1.022  4,100  5,270 

Russia     c4,538  122,774  f  22,774  f  22,774 

Salvador    10  11  14  18 

Siam    28  33  33  36 

Sierra    Leone    6  8  8  k         8 

Spain    1.814  1,661  1.986  2.336 

Straits     Settlem'ts            34  68  72  i         72 

Sweden 161  288  298  340 

Switzerland   „....            23  205  341  t      370 

Trinidad    6  8  1  k         1 

Tunis    45  d     69  d     69  d        69 

Turkey    676  2.000  2.310  1    2.310 

Uganda   1  1  1  k          1 

Union    S.    Africa....          573  781  801  k      847 

United    Kingdom....       3,486  28,613  36,401  37,910 

United  States  1,029  17.006  25,234  23,922 

Uruguay     138  164  163  172 

Venezuela 35  29  27  41 

Windward    Islands             3  1  1  k         1 

Total    „     43,362.3  205,396  295.070  382.634 

a  1912,  b  1910,  c  1914,  d  1915,  e  1916.  t  1917,  g  1913, 

h   1918,   1   1919,   k   1920.     j   Includes  share  of  Austro- 

Hungarian   debt,     n    Exclusive   of  internal   debt    not 

available,     o  Statement  of  Minister  of  Finance,  June 

30,  1921.     q  Exclusive  of  arrears  of  interest  stated   in 

1921  at  1108,000,000.    r  Serbian  debt  1913.     S  Exclusive 

of  those   separately   name<l.  t   Exclusive   of  railway 
debts  stated  nt  $430,000,000. 
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The  International  Conference. 

THE  outstanding  event  of  world  im- 
portance during  the  past  month  was 
the  proposal  of  Secretary  Hughes 
in  behalf  of  the  United  States  to 
the  international  conference  upon 
the  limitation  of  armaments.  It  was  so  direct, 
startling  and  conclusive  in  its  provisions  as  to 
settle  at  the  outset  all  doubts  as  to  the  pur- 
poses of  this  country,  and  commanded  ex- 
pressions of  approval  from  all  quarters.  It 
dispelled  the  atmosphere  of  skepticism  which 
commonly  surrounds  diplomatic  conferences, 
and  forthwith  established  confidence,  that  re- 
sults of  great  importance  would  ensue. 

The  response  that  has  been  given  by  thS 
delegates  and  by  all  organs  of  public  opinion, 
not  only  in  the  countries  represented  but  else- 
where, has  aflforded  convincing  evidence  that 
public  opinion  the  world  over  is  ready  for  de- 
cisive action  upon  the  subject  of  war  and 
preparations  for  war.  The  people  of  all  coun- 
tries know  that  it  is  madness  in  the  present 
state  of  industry  and  finance,  and  with  the  ex- 
isting burdens  of  taxation,  for  the  govern- 
ments to  go  on  expending  vast  sums  upon 
armaments  which  in  the  end  only  balance  each 
other,  and  increase  rather  than  reduce  the 
probability  of  another  war. 

It  may  be  hoped,  moreover,  that  the  finan- 
cial relief  directly  achieved  may  not  be  the 
only  beneficial  result  of  this  effort  to  work 
together  for  common  gains.  The  idea  that  the 
nations  have  a  real  community  of  interests, 
and  that  they  not  only  have  nothing  to  gain 
by  making  war  on  their  neighbors,  but  that 
industrial  depression  or  prosperity  in  one 
country  inevitably  reacts  upon  other  countries, 
contains  wonderful  possibilities  for  the  gen- 
eral good.  The  world  has  never  before  had 
such  a  convincing  demonstration  of  this  truth 
as  it  is  witnessing  at  the  present  time.  When 
that  truth  is  fully  assimilated,  and  the  people 
of  every  country  understand  that  an  intelligent 
policy  for  the  promotion  of  their  own  interests 
requires  that  like  consideration  shall  be  given 
to  the  interests  of  other  countries,  there  will 
be  no  need  of  international  agreements  to  pre- 
vent war. 


Economic  Conditions 
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Senator  Schanzer.  representing  the  govern- 
ment of  Italy  at  the  Conference,  stated  the 
situation  very  effectively  in  his  response  to 
the  proposal  by  Secretary  Hughes.     He  said: 

"Modern  civilization  is  an  economic  civilization  and 
the  modern  world  in  spite  of  the  di.stances  and  nat- 
ural barriers?,  cannot  be  conceived  except  as  a  single 
great  economic  system.  This  economic  system  has 
been  shattered  by  the  war.  It  is  necessary  now  to  re- 
vise it  and  get  it  into  motion  again.  We  think  that 
your  proposal  is  the  first  effective  step  toward  giving 
the  world  a  release  of  such  nature  as  to  enable  it  to 
start  the  worlc  of  its  economic  reconstruction." 

And  when  such  knowledge  of  common  in- 
terests prevails  in  international  relations  there 
is  every  reason  to  believe  that  it  will  prevail 
in  every  day  industrial  relations  as  well.  The 
principle  is  the  same  throughout  all  social 
relations.  The  latter*  are  naturally  and  essen- 
tially cooperative,  the  interests  that  all  groups 
and  classes  have  in  common  being  vastly 
more  important  upon  all  sides  than  the  inter- 
ests which  seem  to  be  in  conflict. 

General  Business  Conditions. 

Industrj'  and  trade  in  general  continued 
during  November  to  make  and  hold  the  gains 
made  in  October,  although  there  is  evidence 
that  part  of  this  gain  was  seasonal  and  is 
now  falling  off.  The  unusually  warm  weather 
in  all  parts  of  the  country  during  the  latter 
part  of  November  affected  retail  trade  to  a 
considerable  extent.  Holiday  buying,  however, 
is  beginning  to  assert  itself  and  will  serve  in 
some  measure  to  compensate  for  the  falling 
off  in  seasonable  goods  at  this  time. 

The  fundamental  difficulty  that  has  existed 
all  through  this  year,  that  is,  the  disparity 
between  the  price  of  farm  products  and  all  raw 
materials  and  the  price  of  manufactured 
goods,  continues  to  hamper  the  return  of  in- 
dustrial activity.  Half  of  the  population  con- 
tinues to  have  its  buying  power  so  seriously 
curtailed  that  any  general  improvement  in 
trade  while  this  condition  obtains  is  out  of 
the  question.  In  fact,  the  prices  of  some  of 
the  principal  farm  products  made  new  lows 
during  the  past  month,  although  showing  an 
encouraging  rally  at  the  close. 


The  Railroad  Labor  Situation 

The  settlement  of  the  railroad  strike  was 
not  obtained  under  conditions  which  give 
much  promise  of  permanency.  The  railroads 
have  all  given  notice  of  an  application  to  the 
Railway  I^bor  Board  for  further  wage  re- 
ductions, but  the  Board  has  stated  that  these 
re<iucsts  will  not  be  considered  until  after 
many  questions  affecting  working  conditions 
can  be  decided.  It  is  not  expected  that  these 
decisions  will  be  ready  before  the  middle  of 
next  summer  and  there  is  an  insistent  demand 
from  producers,  manufacturers,  shippers  and 
consumers  all  over  the  country  for  a  more 
prompt  adjustment  of  these  matters. 

This  situation  illustrates  the  inadequacy  of 
the  machinery  provided  for  the  determination 
of  rates,  wages  and  working  conditions  on  the 
nation's  carriers.  The  roads  have  announced 
a  reduction  in  all  rates  on  agricultural  prod- 
ucts amounting  to  10  per  cent,  to  take  efTect 
at  once.  This  is  a  hopeful  step  in,  the  right 
direction,  but  the  companies  gave  notice  that 
the  decreases  will  have  to  be  suspended  at  the 
end  of  six  months  if  wage  reductions  are  not 
granted.  It  should  be  clear  by  this  time  that 
the  railroad  wage  situation  cannot  be  viewed 
or  discussed  solely  from  the  standpoint  of  the 
roads  and  their  workers.  It  profoundly  affects 
the  business  and  the  prosperity  of  the  country 
and  cannot  intelligently  be  viewed  or  consid- 
ered without  the  effect  on  all  lines  of  industry 
and  the  cost  of  living  receiving  due  attention. 

Influence  of  Supply  and   Demand 
Upon  Wages. 

It  is  nothing  new  to  have  the  law  of  supply 
and  demand  pronounced  a  l>ack  number.  Pro- 
nouncements of  that  kind  have  been»ippearing 
with  great  frequency  for  a  long  time,  but  it 
has  always  turned  out  that  the  law  was  work- 
ing where  the  observers  were  not  looking  and 
in  ways  they  did  not  understand.  It  may  be 
suppressed  for  a  time  in  one  place,  but  it  is 
like  water  on  its  way  to  the  sea,  it  gets  there 
eventually,  no  matter  how  much  its  course 
nia)-  be  hindered. 

The  Committee  on  wages  of  the  .American 
Federation  of  Labor  recently  made  a  report 
to  the  Executive  Council  which  contains  the 
following: 

"The  law  of  supply  and  demand  has  long  since 
coased  to  function  in  wage  flxing,  except  under  ex- 
ceptional conditions,  and  the  most  acute  suffering 
from  arbitrary  Imposition  of  unscientific  wage 
theories  Is  found  In  industries  where  there  Is  no 
organlZJitlon  of  the  workers,  and  where  the  voice  of 
the  employer  constitutes  final  authority  from  which 
there  Is  no  appeal." 

These  views  come  quite  naturally  from 
men  who  are  engaged  constantly  in  conten- 
tions over  money  wages,  and  who  are  judged 
as  successful  or  not  according  to  the  wage 
rates  they  are  able  to  win.  They  are  so  close 
to  wage  rates  that  they  see  nothing  else,  but 


wage  rates  are  not  all  of  the  wage  question. 
The  fact  is  that  there  never  was  a  clearer 
demonstration  of  the  impossibility  of  defeating 
the  law  of  supply  and  demand  than  is  afforded 
by  the  high  wage  rates  and  high  state  of  un- 
employment existing  in  this  country  today. 

The  committee  takes  no  account  of  the 
necessity  for  balanced  relations  between  the 
industries  or  of  the  purchasing  power  of 
money  wages,  and  unfortunately  that  has  been 
true  of  many  labor  leaders  in  the  present  sit- 
uation. The  labor  organizations  have  devel- 
oped great  power,  largely  by  the  aid  and  sym- 
pathy of  the  public,  but  they  are  using  it  in 
this  crisis  for  obstructive  puri)oses — to  pre- 
vent the  natural  readjustments  between  the 
industries  that  are  necessary  to  afford  full  em- 
ployment for  their  own  members.  They  are 
making  the  price  of  everything  into  which 
their  labor  enters  so  high  that  millions  of  con- 
sumers are  unable  to  buy.  It  may  appear  that 
they  are  defeating  the  law  of  supply  and  de- 
mand by  maintaining  wage  rates,  but  the  law 
is  having  its  way  in  the  actual  volume  of  wage 
payments.  Wages  are  far  from  being  main- 
tained for  the  wage-earning  population  as  a 
whole.  That  body  as  a  whole  would  be  better 
off  with  lower  wage  rates  and  more  employ- 
ment, and  even  those  who  now  have  employ- 
ment would  be  compensated  by  the  lower  liv- 
ing costs.  With  such  staples  as  flour,  sugar,  cof- 
fee, rice,  meats  and  butter  much  below  the 
prices  of  last  year,  liberal  wage  reductions  can 
be  made  without  reducing  the  standard  of  liv- 
ing, and  they  would  accomplish  still  further  re- 
ductions in  the  cost  of  living.  It  is  evident 
that  the  balance  must  be  restored  before  gen- 
eral prosperity  can  l)e  regained. 

Economic  Law  Qoverns 

The  law  of  supply  and  demand  aided  the 
wage-earners  to  get  the  wage  advances  made 
since  1914.  It  is  impartial  in  its  operations 
and  irresistible  in  its  rulings.  Employers  are 
no  better  able  to  defeat  it  than  wage-earners. 
Early  in  this  depression  it  was  said  that  the 
price  of  iron  and  steel  was  so  completely  con- 
trolled that  the  industry  was  immune  from  ex- 
treme fluctuations  and  yet  prices  of  iron  and 
steel  products  on  an  average  have  fallen  next 
to  the  products  of  agriculture,  and  when  out- 
of-pocket  costs  are  considered  scarcely  less 
than  these. 

The  greatest  gains  to  the  wage-earning  class 
have  always  come,  in  obedience  to  the  law  of 
supi)Iy  and  demand,  when  business  was  pros- 
perous, capital  was  earning  good  returns  and 
the  accumulations  were  being  invested  in  the 
enlargement  of  industrial  works,  thus  creat- 
ing new  demands  for  labor.  It  is  impossible 
for  an  industry  to  grow  and  attract  labor  to 
it  without  increasing  wages.  The  automobile 
industry  has  been  an  example  of  one  that  has 


grown  rapidly,  and  in  order  to  supply  itself 
with  labor  has  been  obliged  to  pay  above  other 
industries.  It  never  has  been  a  unionized 
industry. 

Individual  employers  might  like  to  reduce 
wages,  but  anything  like  a  general  conspiracy 
to  reduce  wages  for  the  purpose  of  increasing 
profits  would  be  defeated  by  the  very  fact  that 
profits  were  increasing.  The  competition  of 
employers  to  enlarge  their  operations  and  em- 
ploy their  new  capital  would  induce  them  to 
bid  for  labor.  Not  a  dollar  of  the  new  capi- 
tal could  be  put  to  any  use  without  employ- 
ing labor.  Wage  advances  inevitably  accom- 
pany capital  accumulations,  and  on  the  other 
hand  the  greatest  hardships  to  labor  are  ex- 
perienced when  capital  is  sufi:'ering  losses,  or, 
where,  as  in  Russia  the  owners  of  capital  are 
looted  and  industry  is  disorganized  and  pros- 
trate. All  schemes  for  arbitrarily  increasing 
wage-rates  come  to  nothing  when  there  is  no 
demand  for  labor. 

The  Money  Market. 

The  money  market  has  made  but  little  re- 
sponse this  fall  to  the  usual  seasonal  demands, 
as  the  general  tendency  to  liquidation  has 
been  releasing  funds  in  sufficient  amounts  to 
meet  them.  Member  bank  loans  have  in- 
creased slightly,  but  the  aggregate  discounts 
of  the  Federal  Reserve  banks  are  lower  than 
in  August.  There  was  a  moderate  outflow  of 
funds  from  New  York  in  Septemijer,  October, 
and  the  first  half  of  November,  but  of  late 
the  flow  has  been  this  way.  The  western  and 
southern  Federal  Reserve  hanks  which  have 
been  borrowing  of  the  Boston,  New  York  and 
Cleveland  banks,  are  now  reducing  this  m- 
debtedness,  and  on  the  16th  it  was  down  to 
$13,900,000. 

The  progress  of  banking  liquidation  is  much 
more  api)arent  in  the  condition  of  the  reserve 
banks  than  in  that  of  the  member  banks,  as 
the  latter  naturally  use  the  first  free  funds 
they  get  to  reduce  their  own  borrowings. 
Thus,  while  the  aggregate  of  earning  assets 
ior  all  the  reserve  banks  declined  from  $3,- 
.306,000,000  on  November  19.  1920,  to  $1,482,- 
000,000  on  November  16,  1921,  the  aggregate 
earning  assets  of  the  member  banks  have  de- 
clined in  the  same  time  only  about  14  per 
cent. 

The  reduction  in  the  holdings  of  the  re- 
serve banks  of  course  makes  a  very  great  im- 
provement in  the  reserve  position  of  the  bank- 
ing system.  The  reserve  banks  are  again  be- 
coming what  they  were  intended  to  be,  insti- 
tutions with  resources  in  reserve,  able  to  sup- 
port the  entire  banking  situation  in  an  emer- 
gency. Their  reserve  percentages  are  in 
marked  contrast  to  what  they  were  a  year 
ago,  being  68.3  per  cent  on  November  16, 
against  .39.1   per  cent  on  November  19,  1920. 


The  present  figures  look  very  high  as  com- 
pared with  the  former  requirements  of  the 
national  banking  system,  but  it  must  be  re- 
membered that  these  reserves  are  calculated 
only  upon  the  direct  liabilities  of  the  reserve 
banks  while  constituting  practically  the  only 
reserves  against  the  liabilities  of  all  the  banks 
in  the  country. 

Progress   of    Liquidation 

Liquidation  has  gone  far  with  the  eastern 
reserve  banks,  because  they  serve  the  indus- 
trial and  trading  communities,  which  have 
been  running  light  and  working  down  stocks 
of  goods  and  materials.  The  western  reserve 
banks  have  liquidated  to  a  much  less  degree, 
on  account  of  the  great  fall  of  farm  products, 
and  also  because  indebtedness  in  the  west  was 
heavier  in  proportion  to  current  assets.  A 
manufacturing  concern  usually  has  more  work- 
ing capital  in  proportion  to  the  volume  of  its 
business  than  a  farmer. 

The  active  market  for  investment  securities 
aids  in  the  liquidation  of  the  eastern  banks, 
as  houses  with  strong  credit  are  able  to  put 
out  issues  of  bonds  or  notes  as  a  means  of 
paying  oft^  bank  loans.  Instances  of  this  kind 
are  of  daily  occurrence,  and  are  very  helpful 
in  clearing  up  the  situation.  All  such  devel- 
opments are  a  part  of  the  process  of  getting 
back  to  free  and  liquid  banking  conditions. 

The  activities  of  the  War  Finance  Corpora- 
tion are  giving  a  considerable  degree  of  re- 
lief to  banks  in  the  agricultural  sections,  using 
funds  made  availalile  by  appropriation  from 
the  United  .States  Treasury.  Ot  course  the 
funds  must  be  replaced  in  the  treasury  by 
borrowing  in  the  public  market,  which  amounts 
to  a  funding  process  similar  to  that  described 
above,  e.^ept  that  it  is  accomplished  by  the 
aid  of  a  governmental  agency  instead  of  by 
the  direct  market  borrowing  of  the  parties 
interested. 

As  the  member  banks  get  themselves  paid 
out  of  the  reserve  banks  and  have  free  funds 
for  use,  competition  develops  and  the  tend- 
ency is  for  interest  rates  to  weaken.  Six  per 
cent  is  still  the  common  rate  to  customers  in 
this  market,  with  a  little  better  demand  for 
commercial  paper  at  5  to  5^  per  cent.  Ac- 
ceptances are  4}4  to  4,V2  per  cent.  Call  loans, 
4j^  to  5^  per  cent.  Federal  reserve  dis- 
count rates  range  from  4,l.<  per  cent  on  all 
classes  of  paper  at  the  Boston,  New  York  and 
Philadelphia  banks  to  5jX  per  cent  at  the 
Richmond,  Atlanta,  Minneapolis  and  Dallas 
banks. 

Gold    Importations 

Much  comment  is  offered  upon  the  impor- 
tations of  gold  and  the  accumulations  in  the 
reserve  banks.  Some  of  the  comments  carry 
the  idea  that  the  reserve  banks  are  reaching 
out  for  them  and  systematically  withholding 


them  from  use,  but  there  is  nothing  in  that. 
Gold  comes  to  the  country  consigned  to  pri- 
vate parties,  who  deposit  it  in  banks  and  the 
banks  transfer  it  to  the  reserve  banks  to  pay 
off  their  indebtedness  there  or  to  create  bal- 
ances against  which  they  may  borrow  or  draw 
currency.  The  reserve  banks  do  not  take  the 
initiative  in  lending  money,  but  they  have 
been  reducing  their  interest  rates,  which  is 
the  opposite  from  a  policy  of  discouraging 
borrowers. 

These  growing  gold  reserves  are  unused 
simply  because  the  public  is  still  intent  upon 
paying  its  old  debts  rather  than  upon  making 
new  ones.  Confidence  in  the  state  of  the 
world  and  in  the  prospects  for  business  in 
this  country  has  not  yet  revived  to  the  point 
where  it  stimulates  borrowing  for  new  under- 
takings. The  new  gold  reserves  are  simply 
dead  assets. 

Moreover,  it  should  be  added  that  these  ad- 
ditions to  the  gold  stock  not  only  are  not 
needed  to  carry  on  the  business  of  this  coun- 
try, but  would  have  a  dangerous  effect  if 
made  the  basis  of  all  the  credit  that  might 
be  based  upon  them.  It  must  be  borne  in 
mind  that  this  influx  comes  under  extraordi- 
nary conditions  and  that  a  restoration  of  nor- 
mal conditions  abroad  would  involve  a  return 
of  considerable  amounts.  The  excess  above 
our  normal  share  of  the  world's  supply  would 
do  this  country  more  good  if  used  in  a  help- 
ful manner  for  placing  Europe  on  its  feet 
than  by  any  purpose  it  will  serve  here. 

No  little  speculation  is  indulged  in  as  to 
the  method  by  which  this  metallic  stock  may 
be  used  as  the  basis  of  credits  to  Euroi)e. 
Probably  the  best  way  would  be  by  lending 
the  gold  itself  for  the  rehabilitation  of  their 
monetary  systems,  but  that  raises  the  ques- 
tion as  to  who  will  make  the  loans.  Evi- 
dently the  banks  cannot  invest  deposits  which 
they  are  under  obligations  to  pay  on  demand 
in  that  manner.  Such  loans  must  be  made  by 
the  depositors  themselves,  or,  in  other  words, 
by  the  investing  public. 

Foreign  Currencies. 

The  currencies  of  Europe  are  nearing  a 
stage  at  which  it  will  be  impossible  to  use 
them  as  media  of  exchange.  There  is  no 
well-defined  line  at  the  crossing  of  which  a 
currency  becomes  worthless,  but  evidently  it 
cannot  continue  to  depreciate  without  reach- 
ing in  time  the  point  where  the  ])ublic  will  re- 
fuse to  give  anything  for  it.  It  is  amazing 
how  long  a  people  will  makeshift  with  money 
that  is  on  the  verge  of  becoming  worthless, 
simply  from  the  force  of  custom  and  because 
they  have  no  substitute. 

In  Russia,  the  old  unit,  the  rouble,  formerly 
worth  about  51   cents,  now  has  a  value  so 


small  that  the  old  denominations  have  long 
since  passed  entirely  out  of  use.  Even  a  thou- 
sand rouble  note  of  the  new  issues  will  not 
buy  anything.  .\s  the  depreciation  has  pro- 
gressed the  denominations  have  risen,  10,000, 
50.000  and  100,000  rouble  notes  becoming  the 
common  change  in  use. 

The  Polish  mark,  nominally  worth  23.8 
cents  in  money  of  the  United  States,  is  quoted 
at  .03  of  a  cent ;  the  .Vustrian  crown,  formerly 
20  cents,  is  only  slightly  higher;  the  crown  of 
Jugo-Slavia,  whiclf  corresponds  to  the  Aus- 
trian unit,  is  worth  a  little  more,  about  .36  of 
a  cent ;  the  crown  of  Hungary,  of  the  same 
crown  family,  is  worth  about  one-tenth  of  a 
cent,  and  the  lei  of  Rumania,  formerly  19.3 
cents  is  worth  .76  of  a  cent.  'Jhese  currencies 
are  very  near  extinction,  and  live  on  only  be- 
cause there  is  nothing  to  take  their  places.  It 
is  difficult  to  see  how  business  can  be  carried 
on  with  them,  and  particularly  how  any  agree- 
ments for  future  performance  can  be  entered 
into  in  terms  of  them.  Even  very  small  fluc- 
tuations in  the  value  of  these  infinitesimal 
units  would  have  very  great  affect  in  the 
value  of  commodities.  How  can  any  credit  be 
given  in  terms  of  money?  All  past  indebted- 
ness is  practically  wiped  out,  and  while  that 
for  the  moment  may  benefit  debtors  as  much 
as  it  injures  creditors,  how  dare  anyone  take 
a  creditor  position  for  the  future  ? 

Currency  Situation   in   Germany 

Consider,  for  example,  the  situation  in  Ger- 
many, where  si.x  months  ago  the  mark  was 
worth  \l4  cents,  and  even  three  months  ago 
was  worth  more  than  a  cent,  against  a  pres- 
ent value  of  about  35  hundredths  of  a  cent. 

It  is  true  that  the  mark  has  not  declined 
as  rapidly  in  purchasing  power  within  Ger- 
many as  in  the  foreign  exchanges.  The  re- 
lationship between  internal  prices  and  for- 
eign exchange  is  indirect,  but  it  is  close 
enough  to  cause  a  steady  decline  in  the  value 
of  the  currency  for  internal  use,  resulting  in 
strikes  and  wage-advances  constantly.  The 
'most  effective  influence  for  bringing  the  in- 
ternal value  of  the  mark  into  line  with  its 
value  in  the  exchanges  is  the  cost  of  food. 
Germany  is  obliged  to  import  grain,  meats, 
cotton,  wool  and  other  necessaries  entering 
into  common  consumption,  and  these  imports 
must  be  paid  for  at  the  current  rates  of  ex- 
change. Since  trade  in  these  commodities  is 
now  free,  the  portions  imported  fix  the  prices 
for  the  home-grown  supplies,  as  well,  and  the 
depreciation  of  the  mark  is  soon  reflected  in 
the  cost  of  living. 

The  increase  in  the  volume  of  mark  cur- 
rency and  its  depreciation  have  reacted  upon 
each  other  in  a  vicious  cycle.  The  amount  of 
this  currency  now  outstanding  is  about  95,- 
000,000,000     marks,     which     compares     with 


about  2,000,000,000  marks  before  the  war, 
35,000,000,000  marks  at  the  close  of  1919  and 
68,000,000,000  at  the  close  of  1920.  The  in- 
fluence of  this  increase  in  the  currency  has 
been  to  depreciate  its  purchasing  power,  or 
in  other  words  advance  prices.  The  general 
advance  of  prices  and  cost  of  living  increased 
the  outlays  of  the  government  in  operating 
the  state  railways  and  carrying  on  all  its 
functions,  and  as  revenues  were  not  increased 
correspondingly,  the  Treasury  deficit  was  in- 
creased, and  met  by  printing  more  currency, 
the  effect  of  which  was  further  depreciation, 
and  so  on  around  again. 

The  final  influence  in  bringing  the  mark 
currency  to  its  present  state  has  been  the 
reparations  payments.  Although  there  has 
been  a  decided  revival  of  German  foreign 
trade,  the  exports  of  the  country  are  now  only 
about  one-fourth  of  what  they  were  in  1914, 
and  the  surplus  of  exports  over  imports  has 
not  been  sufficient  to  meet  the  reparations 
payments.  The  German  government  has  been 
compelled  to  resort  both  to  shipments  of  gold 
from  the  Reichsbank  reserves  and  to  the  pur- 
chase of  foreign  exchange,  both  actions  tend- 
ing to  depreciate  the  currency. 

Public  opinion  in  Germany  has  been  pes- 
simistic since  the  Silesian  decision,  and  there 
are  so  many  parliamentary  groups  in  the 
Reichstag  that  the  cabinet  is  unstable  and 
probably  without  assured  power  to  make  a 
definite  foreign  policy.  In  the  face  of  a  most 
critical  situation  the  country  appears  to  be 
drifting. 

The   Collapse   of    Paper   Currencies 

Included  in  the  above-named  countries  is 
much  the  greater  part  of  Europe,  and  it  is 
important  to  know*  what  .  effect  >  further 
changes  in  their  currencies  will  have  upon 
their  foreign  trade  and  internal  life.  They 
apparently  have  not  the  resources  within 
themselves  to  enable  them  to  get  out  of  the 
fatal  cycle  of  currency  inflation  and  currency 
depreciation.  A  government  must  continue 
to  function  and  must  pay  its  way  with  some- 
thing. These  governments  do  not  seem  to  be 
able  to  increase  revenues  fast  enough  to  catch 
up  with  the  depreciation  of  their  currencies 
and  give  them  a  chance  to  stop  the  printing 
presses.  )  It  must  be  recognized  also  that 
there  is  a  tendency  for  revenues  to  fall  off 
in  all  countries,  owing  to  business  depression. 
It  is  a  question  whether  any  government  in 
Europe  will  pay  its  way  out  of  revenues  this 
year,  and  not  altogether  certain  that  the  gov- 
ernment of  the  United  States  will  do  it.  The 
war  raised  the  costs  of  government  as  well 
as  all  industrial  costs,  and  disorganized  the 
entire  social  and  industrial  system. 


Social  Demoralization 

Moreover,  the  temper  of  the  people  is  such 
as  to  make  them  less  responsive  to  govern- 
mental policies  and  to  governmental  authority 
than  in  the  past.  There  is  lacking  the  old 
habit  of  obedience  to  requirements  of  the  gov- 
ernments which  involve  self-denial  and  hard- 
ship. The  situation  calls  for  a  high  spirit  of 
loyalty  to  the  social  organization,  a  willing- 
ness to  accept  hard  conditions,  and  to  co- 
operate in  reorganizing  industry,  reducing 
government  expenditures  and  submitting  to 
increased  taxation.  The  public,  however,  gen- 
erally fails  to  comprehend  the  necessity  for 
such  measures,  and  finance  ministers  who  at- 
tempt to  adopt  them  fail  to  receive  necessary 
support  from  the  legislative  bodies. 

Modern,  highly-organized  industry  has  been 
developing  to  what  it  is  over  a  long  period  of 
time.  Money  has  been  one  of  the  chief  fea- 
tures and  agencies  of  its  development,  for  spe- 
cialized industry  is  impossible  without  money. 
The  science  of  money  is  not  a  matter  of  com- 
mon knowledge,  although  the  subject  is  one 
upon  which  people  are  very  ready  to  form 
offhand  opinions.  Unfortunately,  the  idea  is 
prevalent  that  the  organization  of  society  has 
been  shaped  and  dominated  in  the  past  by  the 
so-called  governing  classes  to  tlieir  own  ad- 
vantage and  the  disadvantage  of  the  masses, 
with  the  result  that  qualified  leadership  is  to  a 
great  extent  discredited. 

Must  Have  a  Medium  of  Exchange 

It  is  impossible  to  conceive  of  a  country 
without  a  currency  of  some  kind,  and  until 
something  better  is  provided  it  appears  that, 
as  the  depreciated  currencies  sink  lower  and 
lower  the  countries  will  have  to  follow  the  ex- 
ample of  Russia  in  abandoning  the  old  denom- 
inations and  printing  larger  ones,  or  the  exam- 
ple of  France  in  1796,  when  the  paper  currency 
known  as  assignats  having  apparently  reached 
the  limits  of  depreciation,  a  new  currency 
known  as  mandats  was  issued,  one  mandat  to 
have  the  value  of  thirty  assignats. 

All  such  devices  are  only  descending  steps 
to  repudiation,  or  temporary  expedients, 
with  or  without  plans  for  the  future.  The 
situation  must  grow  worse,  for  it  cannot  be 
otherwise  than  that  the  steady  depreciation 
of  the  currency  will  undermine  the  confidence 
of  the  public,  and  curtail  the  use  of  credit. 
Modern  business  is  done  largely  by  the  use 
of  credit  and  by  means  of  contracts  or  agree- 
ments for  the  delivery  of  commodities  or  the 
performance  of  services,  to  be  paid  for  in 
money  at  some  date  in  the  future.  If  there 
is  no  confidence  in  the  future  value  of  money, 
production  and  employment  must  be  seriously 
interfered  with  and  grave  social  conditions 
ensue.    The  population  of  Europe  is  too  great 


for  the  people  to  go  back  to  the  primitive 
conditions  in  which  each  family  lives  on  the 
land  and  supplies  its  own  wants  by  its  own 
labor  or  barter  with  its  neighbors. 

The   Fundamentals  of  Currency 

The  fundamental  requirements  for  currency 
reform,  in  the  European  situation  arc  that  the 
currency  shall  be  divorced  from  the  tiscal 
needs  of  the  governments  and  that  paper 
money  shall  be  redeemable  in  something  that 
all  the  world  esteems  of  real  value.  Apparent- 
ly there  is  no  way  out  for  most  of  the  coun- 
tries referred  to  above  but  by  cutting  loose  en- 
tirely from  the  old  currencies  which  have  be- 
come so  vast  in  volume  and  so  depreciated  in 
value  that  they  would  sink  any  new  monetary 
system  that  attempted  to  become  responsible 
for  them.  Their  fate  will  have  to  be  left  to 
the  future.  Once  the  governments  are  on  their 
feet  financially  some  plan  for  disposing  of  the 
old  issues,  by  funding  operations  or  otherwise, 
may  be  possible,  but  the  new  system  should 
start  free  from  every  such  incubus. 

The  committee  of  the  League  of  Nations, 
in  attempting  to  deal  with  Austria  has  planned 
a  new  central  bank  with  note  issues  based 
upon  a  gold  reserve,  although  nothing  has 
been  done  about  it  yet,  because  certain  claims 
upon  the  Austrian  government  by  other  gov- 
ernments must  be  postponed  by  consent  to  en- 
able the  Austrian  government  to  provide  a 
share  of  the  capital. 

Other  plans  for  banking  organizations  on  a 
gold  basis  have  been  proposed.  Mr.  Vanderlip 
has  proposed  one  for  a  great  international 
banking  corporation  which  would  have  sub- 
sidiary national  banks  in  the  several  countries. 

These  plans  have  the  great  merit  of  offering 
a  currency  not  involved  in  the  government 
finances,  and  not  attached  to  the  great  mass 
of  outstanding  issues.  It  is  assumed  that  the 
public  everywhere  would  welcome  an  oppor- 
tunity to  do  business  in  terms  of  gold,  and  that 
gradually  business  would  be  shifted  to  the 
new  basis.  It  is  believed  that  in  all  of  these 
countries  there  are  considerable  amounts  of 
gold  in  hiding  that  would  come  to  the  new  in- 
stitutions, and  that  outside  capital  would  im- 
prove the  opportunity  to  enter  the  countries 
and  do  business  on  a  gold  basis.  The  banks 
would  be  rallying  posts  for  all  interests  de- 
siring to  co-operate  in  the  introduction  of 
sound  money  in  those  countries. 

The  difficulties  attendant  upon  any  such 
change  are  great,  but  somehow  the  change 
must  be  made.  As  for  the  danger  that  gold 
would  be  withdrawn  from  the  new  banks  for 
export,  obviously  it  would  have  to  be  the 
policy  of  the  banks  not  to  incur  any  obliga- 
tions that  were  not  offset  by  gold  assets, 
either  in  hand  or  in  the  shape  of  foreign  cred- 
its.   This  would  seem  to  limit  their  business 


in  the  beginning  to  very  small  proportions,  but 
there  does  not  appear  to  be  any  other  way  that 
a  new  beginning  can  be  made.  The  new  insti- 
tution must  not  be  entangled  in  any  discredit- 
ed system. 

Vindication  of  the  Gold  SUndard 

The  state  of  tlic  currencies  at  the  present 
time  and  the  chaos  of  the  exchanges  should 
give  to  many  people  a  better  understanding  of 
the  services  which  the  gold  standard  has  ren- 
dered to  the  world  in  the  past,  and  expose  con- 
clusively the  futility  of  the  schemes  for  a 
paper  currency  without  provisions  for  redemp- 
tion. 

When  the  gold  standard  was  in  effect  in  all 
the  principal  countries  the  currencies  of  those 
countries  were  in  practically  fixed  relations  to 
each  other.  The  inhabitants  were  doing  busi- 
ness upon  a  common  plane  of  values.  They 
liad  a  common  language  of  prices.  The  price 
of  wheat  in  Odessa,  Uueiios  Aires,  Sydney, 
Bombay,  Budapest,  Liverpool  and  Chicago  was 
quoted  practically  in  terms  of  a  common  meas- 
ure, the  grain  of  gold.  For  the  vast  majority 
of  international  transactions,  exchange  varied 
within  the  cost  of  shipping  gold  from  one  coun- 
try to  another,  and  never  exceeded  it  by  more 
than  a  very  small  margin.  Contracts  could  be 
entered  into  for  future  dates  with  a  certainty 
that,  barring  some  very  unusual  disturbance, 
these  exchange  conditions  could  be  relied  upon. 

There  are  always  critics  of  the  existing  or- 
der of  things  and  there  were  critics  of  the  gold 
standard.  It  was  said  to  give  the  bankers  con- 
trol over  the  volume  of  money,  but  while  that 
was  untrue,  now  that  the  volume  of  money 
has  been  free  and  uncontrolled  for  a  few  years 
most  people  would  like  to  see  some  kind  of 
control  established.  The  gold  standard  did 
not  give  control  to  anybody,  but  it  put  some 
restrictions  upon  the  operations  of  printing- 
presses.  Under  the  gold  standard,  the  profits 
of  bankers  in  exchange  operations  were  re- 
duced to  amazingly  small  percentages,  but 
without  the  gold  standard  trading  in  foreign 
exchange  is  so  hazardous  that  nobody  can  en- 
gage in  it  without  large  margins  to  cover  the 
risks  of  the  business. 

The  fallacy  of  all  the  arguments  for  irre- 
deemable paper  currency  have  been  exposed 
again,  as  they  have  been  time  after  time  in  the 
past. 

These  arguments  are  born  anew  to  every 
generation,  in  the  minds  of  men  who  think 
they  are  original  ideas.  This  time  they  have 
been  exposed,  not  in  one  country  alone  but  in 
dozens  of  countries.  The  results  have  not 
been  due  to  particular  errors  by  one  country's 
administrators,  but  are  seen  to  be  inherent  in 
the  system.  The  paper  currencies  of  Europe 
have  cost  the  people  far  more  than  all  the  direct 


6 


expenditures  upon  the  war,  and  have  involved 
them  in  a  state  of  disorder  and  misery  from 
which  they  do  not  see  any  way  of  escape. 

The  French  Assignats. 

There  never  has  been  a  situation  before  in 
which  so  many  countries  and  so  great  a  popu- 
lation were  involved  in  a  paper  currency  crisis 
as  at  the  present  time,  but  there  have  been 
numerous  cases  where  single  countries  have 
suffered  from  the  paper  money  delusion.  One 
of  the  most  conspicuous  cases  in  history  is 
that  of  the  experience  of  the  French  revolu- 
tionary government  in  1790-9G.  The  govern- 
ment finances  were  in  bad  condition  and  gen- 
eral industrial  and  trade  conditions  were  dis- 
turbed by  the  revolution  and  the  social  changes 
which  it  inaugurated.  It  was  said  that  busi- 
ness was  stagnant  for  want  of  an  ample  cir- 
culating medium. 

There  was  strong  opposition  due  to  previ- 
ous experience  with  paper  money,  but  it  was 
finally  over-ridden  by  a  plan  to  issue  400,000 
livres,  based  upon  the  lands  that  had  been 
confiscated  from  the  Church,  with  a  provision 
that  they  should  bear  interest  at  3  per  cent, 
which  was  expected  to  retire  any  notes  that 
might  be  redundant.  They  were  called  as- 
signats,  on  account  of  the  pledge  of  lands. 

The  first  effect  of  this  issue  was  stimulating, 
but,  within  four  months,  money  was  as 
"scarce"  as  before,  and  a  demand  sprang  up 
for  more.  The  dose  was  doubled  by  an  issue 
of  800,000  more,  accompanied  by  a  pledge  that 
this  would  be  the  last.  In  a  short  time,  how- 
ever, the  same  need  for  more  was  manifest, 
and  by  1796,  when  the  craze  had  run  its  course 
and  all  issues  were  swept  out  as  worthless,  the 
total  amount  of  assignats  outstanding  was 
forty  thousand  millions.  Near  the  end, 
twenty-five  hundred  millions  of  mandats  were 
issued,  but  these  also  became  worthless  in  a 
few  months.  Finally,  the  legal  tender  enact- 
ments for  both  assignats  and  mandats  were 
simply  repealed  and  they  ceased  to  circulate. 
Gold  and  silver  came  back  into  use  without  any 
further  action  by  the  government,  as  they  had 
been  legal  tender  all  of  the  time  but  driven 
from  circulation  by  the  irredeemable  paper 
money. 

Discussion  by  Dr.  Andrew  D.  White 

The  most  notable  discussion  of  the  as- 
signats in  the  English  language  has  been  a 
paper  jirepared  by  Hon.  .Andrew  D.  White,  for 
many  years  the  distinguished  President  of  Cor- 
nell University.  He  gave  the  paper  to  a  close 
friend,  John  Mackay,  of  Canada,  who  printed 
it  for  private  distribution,  but  unfortunately 
it  has  never  been  published  for  general  sale. 
Much  of  the  information  it  contains,  however, 
is  given  in  the  book  upon  "Money,"  by'Fran- 


cis  A.  ^V■alker,  late  President  of  the  Massa- 
chusetts Institute  of  Technology. 

We  have  taken  a  few  extracts  from  Dr. 
White's  story  of  the  assignats,  which  although 
disconnected  are  sufficient  to  show  that  that 
experience  with  inflation  developed  the  same 
symptoms  with  which  the  world  is  familiar 
today. 

•  *  *  No  irredeemable  currency  has  ever  claimed  a 
more  scientific  and  practical  guarantee  for  its  good- 
ness and  for  its  proper  action  on  public  finances.  On 
the  one  hand,  it  had  what  the  world  recognized  as  a 
most  pi'actical  security, — a  mortgage  on  productive 
real  estate  of  vastly  greater  value  than  the  issue. 
On  the  other  hand,  as  the  notes  bore  interest,  there 
seemed  cogent  reason  for  their  being  withdrawn  from 
circulation  whenever  they  became  redundant.  •  •  • 

•  •  *  The  first  result  of  this  issue  was  apparently  all 
that  the  most  sanguine  could  desire:  the  treasury 
wa^at  once  greatly  relieved;  a  portion  of  the  public 
debt  was  paid;  creditors  were  encouraged;  credit  re- 
vived; ordinary  expenses  were  met,  and,  a  consider- 
able part  of  this  paper  money  having  thus  been 
passed  from  the  government  into  the  hands  of  the 
Ijeople,  trade  increased  and  all  difflculties  seemed  to 
vanish.  •  •  •  But  soon  there  came  another  result: 
times  grew  less  easy;  by  the  end  of  September,  with- 
in five  months  after  the  issue  of  the  four  hundred 
millions  in  assignats,  the  government  had  spent  them 
and  was  again  in  distress.  The  old  remedy  imme- 
diately and  naturally  recurred  to  the  minds  of  men. 
Throughout  the  country  began  a  cry  for  another  issue 
of  paper.  •  •  • 

•  *  •  I'rudhomme's  newspaper  poured  contempt  over 
gold  as  security  for  the  currency,  extolled  real  estate 
as  the  only  true  basis  and  was  fervent  In  praise  of 
the  convertibility  and  self-adjusting  features  of  the 
I>roposed  scheme.  In  spite  of  all  this  plausibility  and 
eloquence,  a  large  minority  stood  firm  to  their  earlier 
principles;  but  on  the  :;9th  of  yeptembcr,  1790,  by  a 
vote  of  508  to  413.  the  deed  was  done;  a  bill  was 
passed  authorizing  the  is.sue  of  eight  hundred  millions 
of  new  assignats,  but  solemnly  declaring  that  in  no 
case  should  the  entire  amount  put  m  circulation  ex- 
ceed twelve  hundred  millions.  *  •  • 

•  •  *  Yet  each  of  these  issues,  great  or  small,  was  but 
as  a  drop  of  cold  water  to  a  parched  throat.  Al- 
though there  was  already  a  rise  in  prices  which 
showed  that  the  amount  needed  for  circulation  had 
been  exceeded,  the  cry  for  "more  circulating  medium" 
was  continued.  The  pressure  for  new  issues  became 
stronger    and    stronger.    •    •    •    During    the    various 

•  stages  of  this  debate  there  cropped  up  a  doctrine  oid 
and  ominous.  •  •  •  This  was  the  doctrine  that  all 
currency,  whether  gold,  paper,  leather  or  any  other 
material,  derives  its  efficiency  from  the  official  stamp 
it  bears,  and  that,  this  being  the  case,  a  government 
may  relieve  itself  of  its  debts  and  make  itself  rich 
andi  prosperous  simply  by  means  of  a  printing  press. 

But  for  the  moment,  the  French  manufacturers 
derived  great  advantage  from  this  state  of  things.  As 
their  products  could  be  so  cheaply  paid  for,  orders 
poured  In  from  foreign  countries  to  such  a  degree 
that  it  was  often  dilllcult  for  the  manufacturers  to 
satisfy  their  customers.  It  is  easy  to  see  that  pros- 
perity of  this  kind  must  very  soon  find  its  limit.  •  •  • 
When  a  further  fall  in  the  assignats  took  place  this 
prosperity  would  necessarily  collapse,  and  be  suc- 
ceeded by  a  crisis  all  the  more  destructive  the  more 
deeply  men  had  engaged  in  speculation  under  the  In- 
fluence of  the  first  favorable  prospects.  •  •  * 

•  •  •  Various  bad  signs  began  to  appear.  Immedi- 
ately after  each  new  issue  came  a  marked  depreci- 
ation: curious  it  is  to  note  the  general  reluctance  to 
assign  the  right  reason.  The  decline  in  the  purchas- 
ing power  of  paper  money  was  In  obedience  to  the 
simplest  laws  In  economics,  but  France  had  now 
gone  beyond  her  thoughtful  statesmen  and  taken 
ref'ige  in  unwavering  optimism,  giving  any  explana- 
tion of  the  new  difflculties  rather  than  the  right 
one.  •  •  • 


A  vtry  common  ozplanaUon  was  indicated  In  Prud- 
bomme's  newspaper,  "L>ca  Uevolutlons  de  Paris"  of 
January  17,  1791,  which  declared  that  coin  "will  ke«p 
rising  until  the  people  shall  have  hanged  a 
broker. 

Still  another  troublesome  fact  began  now  to  appear. 
Though  paper  money  had  Increased  in  amount,  pros- 
prniy  hud  steadily  diminished.  In  spite  of  all  the 
piipor  Issues,  commercial  activity  grew  more  and 
more  spasmodic.  Enterprise  was  chilled  and  business 
L>(>c(ime  more  and  more  stagnant.  •  •  • 

Thus  came  a  collapse  in  manufacturing  and  com- 
merce, just  as  it  hud  come  previously  in  France;  Just 
as  it  came-  nt  various  periods  in  Austria,  Uussia, 
America,  and  in  all  countries  where  men  have  tried 
to  build  up  prosperity  on  Irredeemable  paper.  •  •  • 
There  had  come  a  complete  uncertainty  as  to  the  fu- 
ture. Ix>ng  before  the  close  of  1791  no  one  knew 
whether  a,  piece  of  paper  money  reprosenttng  a  hun- 
dr«><l  llvres  would,  a  month  later,  h.ive  a  purchasinR 
power  of  ninety  or  eighty  or  sixty  llvres.  The  result 
was  that  capitalists  feared  to  embark  their  means  in 
business.  Enterprise  received  a  mortal  blow.  De- 
mand for  labor  was  still  further  diminished;  and  here 
came  a  new  cause  of  calamity:  for  this  uncert&inty 
withered  all  far-reaching  undertakings.  The  busi- 
ness of  France  dwindled  into  a  mere  living  from  band 
to  mouth. 

•  •  •  The  consequences  of  these  over-issues  now  be- 
gan to  be  more  painfully  evident  to  the  people  at 
large.  Articles  of  common  consumption  became  enor- 
mously dear  and  prices  were  constantly  rising.  Ora- 
tors in  the  Legislative  Assembly,  clubs,  local  meet- 
ings and  elsewhere  now  endeavored  to  enlighten  people 
by  assigning  every  reason  for  this  depreciation  save 
the  true  one.  They  declaimed  against  the  corruption 
of  the  ministry,  the  want  of  patriotism  among  the 
Moderates,  the  intrigues  of  the  emigrant  nobles,  the 
hard-heartedness  of  the  rich,  the  monopolizing  spirit 
of  the  merchants,  the  perversity  of  the  shopkeepers, 
—each  and  all  of  these  as  causes  of  the   difflculty. 

•  •  •  To  spread  terror,  the  Criminal  Tribunal  at 
Strassburg  was  ordered  to  destroy  the  dwelling  of 
anyone  found  guilty  of  selling  goods  above  the  price 
set  by  law.  The  farmer  often  found  that  he  could  not 
raise  his  products  at  anything  like  the  price  required 
by  the  new  law,  and  when  he  tried  to  hold  back  his 
crops  or  cattle,  alleging  that  he  could  not  afford  to 
sell  thpm  at  the  prices  fixed  by  law,  they  were  fre- 
quently taken  from  him  by  force  and  he  was  for- 
tunate it  paid  even  in  the  depreciated  fiat  money, — 
fortunate,  indeed,  if  he  finally  escaped  with  his  lite. 

•  •  •  It  win  doubtless  surprise  many  to  learn  that,  in 
spite  of  these  evident  results  of  too  much  currency, 
the  old  cry  of  a  "scarcity  of  circulating  medium"  was 
not  stilled;  It  appeared  not  long  after  each  issue,  no 
matter  how  large. 

Interesting  Is  it  to  note  in  the  midst  of  all  this 
the  steady  action  of  another  simple  law  in  finance. 
Prisons,  guillotines,  enactments  inflicting  twenty 
years  imprisonment  in  chains  upon  persons  twice 
convicted  of  buying  or  selling  paper  money  at  less 
than  Its  nominal  value,  and  death  upon  investors  in 
foreign   securities,  were  powerless. 

But  on  the  18th  of  February,  1796,  at  nine  o'clock  in 
the  morning,  in  the  presence  of  a  great  crowd,  the 
machinery,  plates  and  paper  for  printing  asslgnats 
were  brought  to  the  Place  Vendome  and  there,  on  the 
spot  where  the  Napoleon  Column  now  stands,  these 
were  solemnly  broken  and  burned. 

•  •  •  And  finally,  as  to  the  general  development  of 
the  theory  and  practice  which  all  this  history  records; 
my  subject  has  been  Flat  Money  in  France;  How  it 
came;  What  it  brought;  and  How  It  ended. 

It  came  by  seeking  a  remedy  for  a  comparatively 
small  evil  in  an  evil  Infinitely  more  dangerous.  To 
cure  a  disease  temporary  In  its  character,  a  corrosive 
poison  was  administered,  which  ate  out  the  vitals  of 
French  prosperity. 

It  progressed  according  to  a  law  In  social  physics 
which  we  may  call  the  "law  of  accelerating  issue  and 
depreciation."  It  was  comparatively  easy  to  refrain 
from  the  first  issue:  It  was  exceedingly  difficult  to 
refrain  from  the  third  and  those  following  was  practi- 
cally impossible. 


It  brought,  aa  we  have  seen,  commerce  and  manu- 
factures, the  mercantile  Interest,  the  agricultural  In- 
terest, to  ruin.  It  brought  on  these  the  same  destruc- 
tion which  would  come  to  a  Hollander  opening  the 
dykes  of  the  sea  to  irrigate  his  garden  in  a  dry  sum- 
mer. It  ended  in  the  complete  financial,  moral  and 
political  prostration  of  France— a  prostration  from 
which  only  a  Napoleon  could  raise  it. 

Inflation  in  the  United  States. 

The  state  of  the  currency  which  now  exists 
in  a  large  part  of  Europe,  and  the  story  of  the 
asslgnats  throw  light  upon  our  bank  credit  in- 
flation in  the  United  States,  for  inflation  is 
practically  the  same  in  essence  and  effects 
whether  it  conies  through  paper  currency  or 
credit  that  passes  by  means  of  bank  checks. 
In  either  case  the  mischief  is  done  by  the  in- 
crease of  circulating  credit  without  relation  to 
the  production  of  commodities  entering  into 
trade. 

Inflation  had  its  start  in  the  United  States 
during  the  war,  when  great  amounts  of  bank 
credit  were  brought  into  use  for  the  flotation 
of  government  loans  and  in  response  to  the  de- 
mands of  business  which  was  over-stimulated. 
After  the  war,  following  five  months  of  slack- 
ening demands,  business  was  again  over- 
stimulated.  The  demand  for  commodities  ap- 
peared to  exceed  the  suppl)%  prices  rose,  more 
credit  was  wanted  from  the  banks,  and  the 
latter  at  first  thinking  it  necessary  to  support 
the  revival  of  the  peace  industries  responded. 
It  soon  developed,  however,  that  the  increase 
of  bank  loans  was  financing  a  competitive 
struggle  for  labor  and  goods  and  forcing  both 
wages  and  prices  higher,  in  the  same  manner 
that  issues  of  paper  money  would  operate. 

In  other  words,  the  increasing  amount  of 
purchasing  power  put  into  effect  by  bank  loans 
was  depreciating  the  value  of  all  mone)',  in- 
cluding gold  itself.  Under  ordinary  condi- 
tions, with  the  rest  of  the  world  on  the  gold 
basis,  as  before  the  war,  such  an  increase  of 
bank  loans  in  the  United  States  accompanied 
by  rising  prices,  would  have  turned  the  trade 
balance  against  this  country,  caused  exports 
of  gold,  and  by  the  loss  of  bank  reserves  com- 
pelled a  restriction  of  lending,  but  with  the 
trade  balance  heavily  in  our  favor  this  steady- 
ing influence  was  not  in  effect. 

The  Stand  Against  Inflation 

By  the  fall  of  1919  the  United  States  was  in 
the  grip  of  a  cycle  of  rising  prices  and  wages 
which  began  to  alarm  careful  observers.  The 
railroad  brotherhoods  gave  notice  in  August 
of  their  intention  to  strike  unless  wages  were 
raised  to  compensate  for  the  advancing  cost  of 
living.  The  movemerft  for  higher  wages  was 
general  and  it  was  apparent  that  the  higher 
wages  when  granted  would  again  increase  the 
cost  of  living,  and  that  there  would  be  no  stop- 
ping place  if  the  influence  of  inflation  was 
given* free  play. 


The  country  at  that  time  was  at  the  parting 
of  the  ways.  The  reserves  of  the  Federal  Re- 
serve banks  were  down  practically  to  the  limit 
set  by  the  Federal  Reserve  act — a  limit  fixed 
with  careful  and  unbiased  judgment  when  the 
act  was  passed  before  the  war.  The  Federal 
Reserve  act  provides  that  the  reserve  require- 
ments may  be  suspended  for  a  period  of  thirty 
days  and  that  such  suspension  may  be  renewed 
for  periods  not  exceeding  fifteen  days,  but 
these  are  clearly  emergency  provisions.  More- 
over, the  law  provides  that  a  graduated  tax 
shall  be  levied  upon  the  amount  by  which 
these  reserves  fall  below  the  regular  limit,  and 
also  that  the  rate  of  the  tax  shall  be  added  to 
the  regular  discount  rates  while  the  deficiency 
continues.  These  provisions  clearly  show  the 
purpose  and  spirit  of  the  law. 

The  banking  situation  had  practically 
reached  the  position  where  the  law  required 
these  provisions  to  become  effective,  and  all 
signs  indicated  that  unless  inflation  was 
checked  they  must  become  automatically  ef- 
fective very  shortly. 

Criticism  of  the  Reserve  System 

These  were  the  existing  conditions  when 
the  Federal  Reserve  authorities  in  November, 
1919,  after  several  public  warnings,  caused  the 
first  advance  of  discount  rates  to  be  made  with 
a  view  to  checking  inflation.  The  movement 
was  a  very  cautious  one,  and  it  was  not  until 
May,  1920,  that  any  of  the  discount  rates 
reached  7  per  cent. 

It  has  been  charged  that  the. Federal  Reserve 
authorities  and  other  bankers  set  out  deliber- 
ately to  deflate  prices,  but  this  is  a  misrepre- 
sentation. They  set  out  to  check  the  alarming 
increase  of  bank  loans  and  to  hold  the  volume 
of  reserve  bank  liabilities  within  the  limit 
fixed  by  the  law.  It  should  be  apparent  to 
everybody  that  they  did  not  take  action  an 
hour  too  soon.  If  they  had  not  acted  when 
they  did  the  mandatorj-  provisions  of  the  law 
would  have  compelled  action  at  an  early  day, 
and  under  the  law  the  tax  of  not  less  than  one 
per  cent  per  annum  would  have  been  added 
to  the  regular  discount  rates.  That  would 
have  been  more  drastic  than  the  policy  actu- 
ally pursued  by  the  Reserve  Board. 

Moreover,  it  should  be  said  that  while  the 
reserve  requirements  might  have  been  modi- 
fied by  act  of  Congress,  to  permit  the  increase 
of  loans  to  go  on,  such  action  would  have 
opened  the  way  to  precisely  the  course  of  in- 
flation, currency  depreciation  and  general  de- 
moralization which  has  taken  place  in  Europe, 
and  which  is  described  by  Andrew  D.  White 
in  the  case  of  the  assignats.  There  was  no 
better  place  to  stop  the  tide  of  inflation  than 


at  the  point  fixed  in  the  law,  unless  indeed,  it 
might  have  been  stopped  earlier. 

Effect  of  Restriction  Upon  Prices 

The  increase  of  discount  rates  did  not  ac- 
complish an  immediate  cessation  of  the  growth 
of  loans.  The  highest  point  for  loans  both  in 
the  member  banks  and  Federal  Reserve  banks 
was  reached  in  the  fall  of  1920.  The  affect  of 
this  advance  of  rates  upon  prices  is  not  clear, 
for  our  decline  of  prices  began  in  many  lines 
by  the  Spring  of  1920.  Undoubtedly  money 
had  been  growing  tighter.  As  the  member 
banks  used  up  their  own  lending  capacity  and 
faced  the  necessity  of  rediscounting  if  they 
granted  further  loans,  they  would  naturally 
become  more  conservative,  as  they  should  be. 
There  was,  however,  no  general  decline  of 
loans  until  after  prices  had  begun  to  decline, 

A  decline  of  loans  after  prices  began  to  fall 
was  inevitable.  In  the  first  place,  falling  prices 
have  the  effect  of  diminishing  deposits,  and  it 
is  the  volume  of  deposits  upon  which  the  banks 
mainly  rely  for  ability  to  make  loans.  Shrink- 
ing deposits  compelled  the  banks  to  reduce 
their  loans  to  obtain  the  means  of  meeting 
their  own  obligations. 

It  has  been  said  that  the  Federal  Reserve 
system  was  established  for  the  purpose  of 
meeting  an  emergency  of  that  kind,  but  this 
is  confusing  an  emergency  in  the  affairs  of  a 
single  bank  or  a  limited  number  of  banks 
with  a  general  movement  throughout  the  sys- 
tem. The  Federal  Reserve  banks  depend 
for  their  own  resources  chiefly  upon  the  depos- 
its kept  with  them  by  the  member  banks.  They 
could  not  on  the  strength  of  their  own  capital 
undertake  to  carr\'  the  entire  banking  system 
of  the  country.  As  the  member  banks  lost 
deposits  the  reserve  banks  also  lost  deposits. 

It  is  not  pleasant  for  borrowers  to  be  obliged 
ta  pay  off  loans  in  hard  times,  but  that  is  one 
of  the  possibilities  that  borrowers  should  take 
into  consideration.  If  they  borrow  funds 
which  the  banks  hold  temporarily,  they  must 
expect  to  return  them  if  the  banks  are  obliged 
to  return  them. 

Another  reason  why  loans  decline  in  a  time 
of  falling  prices  is  that  the  responsibility  of 
borrowers  is  affected.  Falling  prices  diminish 
the  resources  of  borrowers,  and  it  is  well  un- 
derstood that  if  the  collateral  or  individual  re- 
sponsibility behind  a  loan  changes  unfavor- 
ably, it  is  proper  to  ask  for  more  security  or  a 
reduction  of  the  loan.  The  people  who  bor- 
row of  banks  usually  do  so  in  the  expectation 
of  using  the  money  profitably.  If  they  suc- 
ceed the  profit  is  all  their  own;  the  bank  does 
not  share  in  it.  The  banker  has  an  obligation 
to  the  public  to  conduct  his  business  on  a  safe 
basis,  in  order  that  he  may  meet  his  own  en- 
gagements. 


Axricultural   Territory   Aided 

The  prevailing  opinion  in  many  patts  of  the 
country  has  been  that  the  agricultural  districts 
have  been  discriminated  against,  or  failed  to  re- 
ceive the  amount  of  aid  they  were  entitled 
to,  but  the  record  shows  this  not  to  be  the 
case. 

An  analysis  of  reports  from  about  9,500 
member  banks  throughout  the  country,  has 
been  made  by  the  Federal  Reserve  Board,  and 
the  banks  classified  as  located  in  agricultural, 
semi-agricultural  and  non-agricultural  terri- 
tory, according  to  the  relative  importance  of 
agriculture  to  other  industries.  The  result- 
ing summary  shows  that  between  May  4. 
1920,  and  April  28,  1921,  the  loans  and  dis- 
counts of  banks  in  agricultural  counties 
throughout  the  country  declined  $36,500,000, 
or  slightly  more  than  1.2  per  cent;  the  loans 
and  discounts  of  banks  in  semi-agricultural 
counties  declined  $18,700,000,  or  1.3  per  cent; 
and  the  loans  and  discounts  of  banks  in  non- 
agricultural  counties  declined  $827,100,000,  ot, 
5.6  per  cent.  The  borrowings  from  the  Fed- 
eral reserve  banks  by  banks  in  agricultural 
counties  increased  $127,600,000,  or  56.6  per 
cent ;  borrowings  by  banks  in  semi-agricul- 
tural counties  remained  practically  stationary  ; 
and  borrowings  bv  banks  in  non-agricultural 
counties  declined  $629,100,000.  or  28.5  per  dent. 

The  New  Tax  Bill. 

The  new  revenue  bill  is  not  very  highly 
praised  by  its  sponsors,  being  a  compromise 
in  which  nobody  secured  enough  of  what  he 
wanted  to  make  him  satisfied.  Those  who 
proposed  the  immediate  repeal  of  the  tax  upon 
business  profits  are  disappointed,  and  so  are 
those  who  wished  to  reduce  the  income  sur- 
taxes to  32  per  cent.  On  the  other  hand  those 
who  opposed  any  reductions  in  these  taxes 
and  wished  to  increase  the  estate  taxes,  were 
disappointed. 

The  new  bill  will  produce  less  revenue  than 
the  old  one,  as  expenditures  are  lessening,  but  it 
makes  little  change  in  the  policy  of  very  heavy 
levies  upon  large  incomes.  The  idea  of  put- 
ting the  taxes  upon  the  rich  does  not  dimin- 
ish in  popularity.  Of  course  no  one  would 
argue  that  the  rich  should  not  pay  according 
to  their  wealth,  or  even  against  moderately 
progressive  rates,  but  prevalent  opinion  plainly 
does  not  take  into  account  all  of  the  conse- 
quences of  taking  so  large  a  proportion  of  the 
incomes  of  men  who  are  accustomed  to  pro- 
vide capital  for  industry.  There  is  in  gen- 
eral slight  appreciation  of  the  fact  that  large 
incomes  for  the  most  part  are  turned  liack 
into  industrial  development,  enabling  men  of 
unusual  business  ability  and  enterprise  to  carry 
forward  the  plans  which  their  active  brains 
are  always  devising,  and  which  promote  the 


general  prosperity.  At  the  very  time  when 
this  measure  of  unrelenting  severity  becomes 
a  law,  Henry  Ford  is  demonstrating  the  value 
of  wealth  to  the  common  welfare  by  his  pro- 
posal to  utilize  the  Muscle  Shoals  power 
plant  and  put  a  million  men  at  work  there. 
His  proposal  differs  only  in  degree  from  what 
all  men  of  large  incomes  are  trying  one  way 
or  another  to  do. 

There  will  be  no  scientific  system  of  taxa- 
tion until  the  peo|)le  realize  the  public  value 
of  capital  accumulations.  Depreciation  in  in- 
dustry is  an  enormous  item  in  the  country's 
annual  bill  for  replacements  and  renewals,  to 
say  nothing  of  the  need  for  the  cxtention  of 
old  enterprises  and  the  inauguration  of  new 
ones.  It  is  necessary  that  there  shall  l)e  a 
large  fund  of  constantly  accumulating  capital, 
or  the  industrial  machine  will  gradually  wear 
out  and  run  down. 

There  is  grave  reason  to  fear  that  the  worst 
of  the  difiiculties  of  government  finance  has 
not  yet  been  seen.  That  is  threatened  by  the 
soldiers'  bonus  bill  which  looms  up  omi- 
nously. The  country  is  in  no  condition  to 
meet  this  enormous  expense,  either  by  taxa- 
tion or  loans.  By  any  method  that  may  be 
adopted,  the  raising  of  the  sum  required  will 
draw  heavily  upon  the  resources  of  the  coun- 
try when  they  are  already  strained  apparently 
to  the  limit. 

The  ter  Meulen  Plan. 

Sir  Drummond  Fraser,  member  for  Great 
Britain,  of  the  International  Commission  ap- 
pointed by  the  League  of  Nations  to  inaugu- 
rate the  ter  Meulen  plan  of  international  cred- 
its, was  the  guest  of  the  American  Bankers' 
Association  at  its  annual  convention  at  Los 
Angeles  in  October,  and  made  an  address  set- 
ting forth  the  plan.  He  did  not  offer  it  as  a 
panacea  for  all  the  ills  of  Europe,  but  as  af- 
fording the  best  plan  yet  devised  for  mobiliz- 
ing the  available  credit  resources  of  the  would- 
be  borrowing  countries,  and  this  view  is  gen- 
erally accepted  by  those  who  heard  him. 

The  Plan  contemplates  that  parties  desiring 
to  import  goods  from  another  country,  and 
particularly  where  a  time  credit  is  desired, 
shall  lay  before  the  International  Commission 
whatever  security  they  desire  to  offer  and 
that  this  security  shall  be  examined  by  the 
Commission  and  a  value  in  gold  fixed  upon  it. 
This  having  been  done,  the  government  of 
the  importing  country  will  issue  its  own  bonds, 
in  terms  of  the  money  of  the  exporting  coun- 
try and  loan  them  to  the  importer  to  be  of- 
fered as  collateral  for  the  purchase  money 
obligations.  This  proceeding  produces  a  com- 
bination of  private  and  government  credit, 
with  the  entire  transaction  supervised  by  the 
International  Commission.     In  case  of  default. 
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the  pledged  security  is  to  be  in  the  custody 
of  the  Commission.  The  government  bonds 
are  differentiated  from  other  government  is- 
sues in  that  they  are  backed  by  specific  secur- 
ity, supplied  by  private  parties.  The  loan  of 
government  bonds  is  intended  to  secure  the 
cooperation  of  the  importer's  government  in 
the  collection  of  the  debt,  and  to  supply  an 
additional  guaranty.  It  is  true,  of  course,  that 
the  ter  Meulen  Plan  does  not  solve  the  very 
difficult  exchange  situation,  which  at  this  time 
is  the  chief  obstacle  to  trade.  It  does  not  at- 
tempt to  deal  with  this  except  as  by  making 
provision  for  the  best  obtainable  class  of  time 
credits  it  may  make  possil)le  a  considerable 
amount  of  trade  without  the  necessity  for 
immediate  settlements. 

Sir  Drummond  Fraser's  address  was  very 
well  received  by  the  convention,  which  adopted 
the  following  resolution : 

"Believing  that  the  restoration  of  normal  condi- 
tion.s  in  the  world  and  in  our  own  country  depends 
upon  the  re-establishment  of  a  proper  balance  be- 
tween nations,  and  that  the  cooperation  therein  of 
the  United  States  is  desirable  and  necessary  tor  the 
re-establishment  of  normal  conditions  in  Amei-ican 
business  life,  we  approve  the  principles  of  the  plan 
for  an  International  Credit  Organization,  known  as 
the  ter  Meulen  Plan.  This  plan  offers  a  means  of 
mobilizing  the  assets  of  the  war  stricken  countries 
under  responsible  international  supervision,  and  of 
issuing  bonds  based  on  the.se  assets,  thereby  enabling 
them  to  secure  long  term  credits  for  the  payment 
of  essential  imports.  The  Commerce  and  Marine 
CommLssion  of  the  Association  is  hereby  directed  to 
make  the  necessary  investigations  for  the  purpose 
of  recommending  the  best  means  of  cooperation  on 
the  part  of  this  Association  in  carrying  out  the  prin- 
ciple of  the  ter  Meulen  Plan." 

The  Bond  Market. 

The  past  month  has  witnessed  the  most 
active  demand  for  bonds  since  last  Fall  and 
prices  have  shown  wide  advances  in  practi- 
cally every  class  of  security.  On  the  Stock 
Exchange  for  the  week  ending  Novem- 
ber 5th.  total  sales  aggregated  $96,818,000,  of 
which  $49,000,000  were  United  States  Govern- 
ment Bonds.  This  compares  with  $69,825,000 
for  the  preceding  week  and  $61,721,000  for 
the  week  ending  November  12th  in  which 
there  were  two  Stock  Exchange  holidays.  The 
main  cause  of  the  advance  in  United 
States  Government  Bonds  was  the  reduction 
in  the  rediscount  rates  of  Federal  Reserve 
banks  and  the  successful  sale  of  the  4J4  per 
cent  and  4y2  per  cent  Certificates  of  Indebted- 
ness. An  indication  of  the  rapid  advance  in 
the  Government  issues  is  shown  in  the  follow- 
ing t|uotations : 

I>ow  since 

Jan.  1,       Recent 
Issue  1921  High     Advance 

First   Liberty   »%%   Bonds..  86  95.40  9.40 

S<-cond   Liberty   Conv.  4%% 

fJonds    85.30  94.90  9.60 

Third  Liberty  4«4%  Bonds....  8S  96.92  8.92 

Fourth   Liberty  4Vt%   Bonds  85.34  95.20  9.86 

Victory   4%%    Notes 95.56  99.92  4.36 

Victory    3\%    Notes 95.80  99.86  4.06 


Municipals  and  Foreign  Governments 

Municipalities  are  continuing  their  linanc- 
ing  and  each  week  brings  to  the  market  a 
substantial  amount  of  new  issues.  Kates, 
however,  are  declining  and  this  is  evidenced 
by  the  performance  of  some  recent  issues.  A 
short  time  ago  an  issue  of  state  bonds  was 
offered  on  a  5.20  per  cent  basis  for  serial 
maturities.  The  last  $2,000,000  of  the  block 
were  purchased  by  a  group  which  re-offered 
them  on  a  5  per  cent  basis  and  the  present 
market  on  these  same  bonds  is  a  4.80  per  cent 
basis.  On  a  thirty-year  maturity  this  is  an 
advance  of  six  points  and  is  indicative  of  the 
general  municipal  situation.  Some  of  the 
larger  cities  of  New  York  State  are  contem- 
plating offering  during  the  next  few  weeks 
43^2  per  cent  coupons  and  while  this  is  a  little 
in  advance  of  quotations  today  it  would  not 
be  surprising  to  see  these  bonds  sell  at  or 
above  par. 

The    high-rate    foreign    government    issues 

have  been  in  excellent  demand,  several  of  the 

issues   selling  well   above   the   callable   prices 

of   the   next   few   }ears.     Some   of   the   more 

noteworthy  advances   from   the  low  prices  of 

this  year  are: 

Belgium  8s— 96% -105 
Bergen  8s— 93% -105 
Berne  8s— 92% -107 
Chile  88—92     -102 

Copenhagen  5Hs — 72     -  86 

Danish   Municipal   8s— 85H-106H 
Sweden  Gs— 81%-  96  H 

Zurich  88—94     -106 

There  have  been  a  few  new  issues  of  foreign 
government  8s  which  have  been  rapidly  ab- 
sorbed and  prices  have  materially  advanced. 

Railroad   Issues 

Railroad  issues  have  enjoyed  a  similar  en- 
hancement in  value  and  an  excellent  indica- 
tion of  the  market  are  the  Chicago,  Burling- 
ton &  Quincy  Joint  6jXs  which  were  origi- 
nally offered  at  96j'2,  the  present  quotation 
being  lOSyi-lO?.  It  will  be  recalled  that  the 
first  block  of  equipments  which  the  Railroad 
Administration  sold  to  New  York  bankers 
was  offered  on  a  5%  per  cent  basis.  A  little 
later  the  market  weakened  and  the  equip- 
ments were  traded  on  a  6  per  cent  basis. 
Last  week  a  block  of  $2,000,000  of  the  short 
equipments  were  offered  by  a  New  York 
group  at  prices  ranging  from  5.65  per  cent 
to  5.75  per  cent  basis.  It  is  understood  that 
the  Railroad  Administration  has  sold  a  total 
of  about  $109,000,000  of  their  original  hold- 
ings of  $.310,000,000. 

Public   Utilities 

Public  utility  bonds  have  been  in  strong 
demand  and  the  advance  is  perhaps  more 
marked  than  in  other  classes  of  securities. 
For  a  few  months  back  the  general  public  was 
very    apathetic    to   public    utility    issues    as   a 
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whole  and  many  of  the  older  outstanding  is- 
sues were  quoted  considerably  below  their 
intrinsic  value.  Recent  issues  of  public  utili- 
ties, however,  indicate  an  entire  change  of 
sentiment  with  the  result  that  the  large  issues 
which  have  been  offered  during  the  past  few 
months  are  selling  at  a  substantial  premium 
and  the  entire  public  utility  market  has  broad- 
ened to  a  point  where  the  older  5  per  cent 
issues  are  now  regaining  their  former  popu- 
larity. The  most  striking  example  of  the 
demand  for  public  utilities  is  evidenced  in  the 
oversubscription  of  the  $50,000,000  New  York 
Telephone  Twenty-year  6  per  cent  Bonds 
which  were  originally  offered  at  97  and  be- 
fore the  books  were  closed  were  quoted  on 
the  Curb  at  98J^,  the  market  on  the  day  of 
allotment  being  lOOyi.  The  syndicate  man- 
agers received  67,912  subscriptions,  totaling 
$488,000,000  and  it  was  necessary  to  resort  to 
$100  denominations  in  the  final  allotment,  or- 
ders for  $2,500  or  less  receiving  20  per  cent 
with  a  minimum  of  $100  and  subscribers  for- 
$75,000  or  more  received  5  per  cent  with  a 
minimum  of  $7,500. 

It  is  an  especially  noteworthy  fact  that  of 
the  67,912  subscriptions  to  these  bonds  over 
54,000  were  for  $5,000  or  less,  and  over  25,000 
were  for  $1,000  or  less.  Here  is  the  capitalist 
class  that  is  financing  industry  today. 

The  General  Market 

Bankers  have  been  predicting  for  some 
time  past  the  end  of  the  7  per  cent  and  8  per 
cent  bonds  but  the  amount  of  financing  to  be 
done  continued  in  such  volume  that  the  mar- 
ket could  not  absorb  the  new  securities  with 
enough  promptness  to  insure  higher  prices. 
During  the  past  few  months  there  has  been  a 
scarcity  of  new  issues  with  the  result  that 
the  demand  from  investors,  institutions  and 
corporations  has  taken  the  floating  supply  of 
bonds  out  of  the  market  and  higher  prices 
have  inevitably  followed.  There  is  another 
important  development  in  the  investment  sit- 
uation and  that  is  the  growth  in  the  number 
of  bond  distributors  throughout  the  United 
States.  At  the  recent  New  Orleans  Conven- 
tion of  the  Investment  Bankers  Association 
there  were  over  seven  hundred  and  fifty  in- 
vestment dealers  registered  from  practically 
every  city  in  the  United  States.  This  means 
that  every  nook  and  corner  of  our  entire  coun- 
try is  thoroughly  canvassed  through  the  agen- 
cies of  the  large  national  houses  and  the  local 
dealers  and  the  new  issues  are  split  up  into 
very  small  parts  in  the  hands  of  a  great  many 
individuals. 

The  advance  of  the  past  few  weeks  should, 
therefore,  not  be  a  surprise  to  the  investing 
public  for  it  has  been  anticipated  for  several 
months  past  and  there  is  every  indication  that 
prices  have  moved  to  a  higher  level  and  will 


continue  there  for  some  time  to  come.  In 
this  connection  it  is  interesting  to  note  that 
a  comparison  of  the  average  prices  of  fifteen 
representative  railroad,  public  utility  and  in- 
dustrial issues  since  1906  shows  that  the  aver- 
age low  prices  of  these  issues  in  1907  was 
2"^  points  higher  than  the  present  high  prices, 
while  the  average  low  for  the  rails  in  1907 
was  5  points  higher  than  present  high  prices 
for  the  same  issues.  The  low  for  public  utili- 
ties in  1906  was  2  points  higher  than  the  high 
prices  of  today.  The  recent  advances,  there- 
fore, have  not  yet  carried  the  standard  issues 
above  the  low  prices  of  the  past  fifteen  years 
and  these  indicators  would  seem  to  answer 
most  conclusively  in  the  negative  the  ques- 
tion so  often  asked  today — "Are  bond  prices 
advancing  too  rapidly?" 

The  combined  average  of  forty  rails,  public 
utilities  and  industrials  as  reported  by  the 
Wall  Street  Journal  November  18th  is  81.80 
compared  with  78.79  for  October  18.  1921,  and 
76.90  for  November  18,  1920. 

Guaranty  of  Bank  Deposits. 

The  State  of  Oklahoma  has  had  the  question- 
able distinction  of  having  inaugurated  the  sys- 
tem of  establishing  a  guaranty  for  bank  de- 
posits by  means  of  a  fund  provided  by  a  tax 
on  deposits.  The  theory  is  that  of  insurance, 
but  it  has  certain  fundamental  weaknesses 
which  are  more  serious  in  their  effects  upon 
banking  than  in  their  relation  to  most  other 
kinds  of  business  to  which  insurance  is  applied. 
Insurance  is  sound  as  a  protection  against  un- 
avoidable hazards,  but  dangerous  whenever  it 
tends  to  increase  the  hazards.  The  insurance 
or  guaranty  of  bank  deposits  tends  to  increase 
the  hazards  by  eliminating  the  value  of  char- 
acter as  a  banker's  asset.  It  tends  to  make  all 
banks  look  alike  to  the  public,  and  puts  the 
careful,  conservative  banker,  who  is  unwilling 
to  make  large  promises  and  take  large  chances, 
at  a  disadvantage. 

The  theory  is  at  fault  in  placing  more  em- 
phasis upon  the  payment  of  depositors  after  a 
Ijank  has  failed  than  upon  preventing  failure. 
Its  weakness  always  develops  in  a  crisis,  and 
reports  from  Oklahoma  show  that  the  system 
is  in  a  bad  way  at  the  present  time.  Under  the 
law  the  levy  for  the  guaranty  fund  cannot  ex- 
ceed one-fifth  of  one  per  cent  upon  the  depos- 
its held  by  all  banks  in  the  system.  When  the 
fund  is  exhausted  the  guaranty  commission  is- 
sues warrants  drawing  G  per  cent  interest,  as 
a  means  of  making  further  payments.  The 
outstanding  warrants  now  amount  to  about 
$2,250,000, "and  the  interest  upon  them  will  ab- 
sorb nearly  the  full  annual  assessment,  having 
little  or  nothing  for  their  redemption.  More- 
over, many  of  the  larger  banks  are  retiring 
from  the  system  by  taking  out  national  char- 
ters. 
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World  Paper  Currency  and  Gold 
Reserve,  1914  to  1921 


By  O.   P.  Austin 
Statistician,  The  National  City  Bant  of  New  Yori 


The  world  flood  of  paper  currency  shows 
signs  of  abatement.  While  it  is  true  that  the 
third  peace  year  has  witnessed  extremely 
large  additions  to  the  paper  currency  of  a 
limited  number  of  countries  and  that  the  face 
value  of  world  paper  as  a  whole  is  thus  much 
greater  than  in  1920,  it  is  also  true  that 
a  large  proportion  of  the  countries  of  the 
world  have  made  no  increases  in  their  paper 
currency  in  the  last  year  and  that  in  at  least 
a  dozen  principal  countries  a  reduction  in  the 
amount  outstanding  is  apparent  as  compared 
with  conditions  one  year  ago.  To  what  ex- 
tent the  reduction  in  prices  and  the  slowing 
down  of  business  activities,  with  the  conse- 
quent reduction  in  demand  for  currency  are 
responsible  for  this  check  in  world  inflation 
can  scarcely  be  determined,  but  it  is  at  least 
true  that  the  paper  currency  of  a  dozen  lead- 
ing countries  stands  at  a  smaller  total  today 
than  a  year  ago.  And  in  most  of  those  coun- 
tries the  gold  reserves  shows  a  greater  or  less 
increase  in  the  same  period.  This  "honor  roll" 
of  the  countries  which  have  actually  decreased 
their  paper  currency  in  the  third  peace  year 
includes  the  United  States,  Great  Britain, 
France,  Italy,  Switzerland,  Netherlands,  the 
Scandinavian  nations,  Egypt  and  Canada, 
their  total  of  paper  currency  having  been  re- 
duced about  $2,000,000,000  at  its  face  value  in 
the  last  twelve  months,  while  their  total  gold 
reserve  has  increased  about  $1,000,000,000  in 
the  same  period. 

Whether  this  increase  in  the  gold  reserve 
in  the  countries  which  have  reduced  their  out- 
standing paper  currency  is  due  in  any  con- 
siderable degree  to  the  disposition  of  gold  to 
emerge  from  its  "hiding"  during  the  war,  can- 
not be  determined,  but  it  is  a  fact  that  the 
aggregate  gold  reserve  of  the  36  principal 
countries  of  the  world  for  which  figures  are 
presented  in  the  accompanying  tabulation 
shows  in  1921  an  increase  of  about  20  per  cent 
over  the  1919  aggregate  for  the  same  coun- 
tries, and  12  per  cent  above  the  1920  total. 

While,  as  above  indicated,  many  of  the  coun- 
tries of  the  world  have  shown  a  disposition 
in  the  last  year  to  reduce  their  paper  cur- 
rency, the  large  increases  occurring  in  a  few 
countries  where  conditions  are  still  distinctlv 


abnormal,  notably,  Poland,  Germany,  Austria, 
Hungary  and  Rumania,  have  more  than  offset 
the  reduction  which  has  occurred  in  the  dozen 
other  countries  already  enumerated,  and  the 
face  or  par  value  of  the  outstanding  paper 
currency  of  the  world  now  stands  at  $123,- 
000,000,000  as  against  $82,000,000,000  in  1920, 
$55,000,000,000  in  1919,  $40,000,000,000  in  1918, 
and  $7,500,000,000  in  1914.  And  while  the 
quantity  of  gold  reserve  visible  in  1921  is  8% 
billion  dollars  as  against  7}i  billions  in  1920, 
the  ratio  of  total  gold  to  total  paper  is,  in 
1921,  lower  than  at  any  earlier  year,  stand- 
ing in  the  aggregate  of  the  36  countries  named 
at  7  per  cent  of  gold  to  paper  against  15  per 
cent  in  1919,  18  per  cent  at  the  close  of  the 
war,  and  63  per  cent  at  its  beginning.  In  the 
tabulation  which  follows  all  currencies  have 
been  reduced  to  U.  S.  dollars  at  their  par  or 
normal  values. 

CURRENCY   NOTES  AND   GOLD    RESERVE    IN   36 

PRrNCIPAL  COUNTRIES  OF  THE  WORLD 

IN  1914,  1918,  1919,  and  1921 

(In  Millions  of  Dollars  U.  S.  Currency.) 

1014  1918  1919  1921 

Gold  Notes  Gold  Notes  Gold  Notes  Gold  Notes 
.•\rgentina  ..  $23:5  $428  $379  $494  $394  $513  $453  $578 
Australia    ...        29        48        85        2S5        86        260  a  113     a   277 

Hun^'ry}"         »«      *<>*         «     ''•»'>>        62  10,099       {\     l»-j»» 

Belgium     ...        53      180      51        909        53       1,180 

Brazil     c  125      176        38        660        44        583        24     a    554 

Bulgaria  ....        27        83       13        343  9        476  7  615 

Canada    ....      155      210      301        468      203        634      190  447 

Chile     i  i  18  42         37  75        42  60 

Colombia    . . .      i  i  9    6  10        26  16 

Czo  Slovakia        i       a2,090      280      2,200 

Denmark     ..        20        43        51        116        52        130       61  129 

Ecuador  ....  5  2  4  6  5  10e6eI0 

Egypt    8        13        18        198        17        301        16  150 

Finland     ...  7        24  8        213  8        205  8  372 

France  f...  806  1.301  005  5,951  710  7,286  690  7,160 
Germany  g..  298  002  621  4,127  266  7,581  260  24,300 
Greece   c    ...        47        39      277        221      347       266      268  862 

Italy   h    167      621       150     2,721       167     3,028      161       4,110 

Japan     106      159      830      -401      389        532      540  611 

Jugoslavia. 15  880 

.N'ethcrlands..        66      126      282         439      256        420      241  408 

Mexico     i  335        66  i  63         i  87     ,     i 

New    Zealand        30        10        40  30        39  36        40  30 

Norway    ....        14        33        S3        110        40        115        39  101 

Peru     20       i  28  S4        32  25     a  30     a     34 

Poland     2     1,820  6     86,414 

Portugal     ...  6        83  9        26*       10        400  9  667 

Rumania    ...        43      147     d  34        467        86       721        81       2,334 

Russia     j 777       705      028     8,036        i  8,936        i  8,936 

Spain     106      878      434        027      471        749      487  837 

Sweden    38        60        76        311        81        194        76  166 

Switzerland.  35        63        74        186        92         183      104  180 

U.  Kingdom  195  140  621  2,049  694  2,132  764  2,116 
U.  States..  1,023  1,056  2,199  8.643  2,107  4,031  2,944  8,637 
Uruguay    ...        16  8        43      '  44        61         65        67  56 

Total   of  30 

countrie« 

named 4,683  7,&S3  7,880  40,S50  0,760  66,104  8,184  123,445 

Ratio  of  gold 

to  notes    ..  68.3  18.4  14.7  6.7 

a  1020;  b  Figures  of  Austro-Hungarian  Bank  prior  to  1920; 
figures  for  1921  represent  the  Austrian  Bank  and  the  Hungarian 
Bank  respectively,  organized  in  1920;  c  Includes  holdings  abroad 
not  separately  stated;  d  Exclusive  of  gold  holdings  abroad; 
e  1919;  f  1914  includes  gold  held  abroad;  in  subsequent  years 
exclusive  of  gold  held  abroad;  t;  Includes  Darlchnskasscnscliein 
note<t;  h  Includes  bank  and  state  issues;  i  No  data;  j  No  official 
data  on  Russian  currency  subsequent  to  October  1917.  Bolshe* 
vik  currency  is  stated  in  Associated  Press  dispatches  from  Mos- 
cow on  October  SO,   1031,  at  6,760,000,000,000  rublei. 
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Month   Page 
AGRICULTURE 

(See  also  Butinesj  Conditions) 
Conditions 

Jan.  9-14;  Feb.  10-11:  Apr.3-8:  JulyS;  Oct.    3-4 
Constitutionality  of  Federal  Farm 

Loan  Act  upheld  Apr.  11-13 

Fertlllrer  from  coal  July      13 

Land  ownorHhIp  as  arfoctlng  production     July  12-13 
Low  prlci'8  curtail  fanner's  buying  power 

Jan.  10-13;  June  11-12;  Sept.  4;  Nov.  2 
Seaaonal  variations  In  market  conditions  Mar.  14 
Speculation  in   farm   products  Feb.  11-16 

BANKING  CONDITIONS 

(See  also  Financial  Situation) 
Guaranty  of  bank  deposits  unwise  Dec.      12 

Inflation  and  depletion  of  deposits 

June  10;   Oct.         7 
Liquidation   t-asinK  credit  strain 

May  5:  June  2-3;  Aug.S:  Dec.        3 

BANKS 

Federal  Land  Banks  Apr.  11-13 

Foreign   Banks  desirable  in  New  York         June        9 

Functions  of  Jan.  8-9:   Oct.  7-8 

BOND  MARKET 

(See  each  month) 
BUILDING  SITUATION 

(See  also  Business  Conditions) 
High  costs  retard  construction 

Jan.  7;   Apr.  2;   June  2:    Aug.        2 
Slight  Improvement  in  volume  of 

construction  July    2-3 

BUSINESS  CONDITIONS 

(See  each  month) 

CANCELLATIONS 

Evil  effects  of  contract  repudiation  Jan.       15 

CLOTHING 

Manufacturing  readjustments       Feb.  G-8;    May        2 

Aug.        4 


Strike  by  New  York  workers 

COAL 

Anthracite  and    bituminous   production  July  2 

British   strike                                      May  8-9;  June  4-5 

Important  factor  in  industrial  costs  Aug.  2 

CORN 

(See  also  Agriculture) 
Crop  reports  July  3;   Aug.  3;   Sept.        2 

Low  price  impairs  farmer's  purchasing 

power  •  Aug.  3;   Nov.    1-2 

Price  range  over  years  Aug.        3 

COTTON 

(See  also  Agriculture) 
Acreage  curtailed 

Jan.  10:   Mar.  2;   Apr.  3;   July        3 
Crop  smallest  in  many  years 

Aug.  3-4;    Sept.  2-3:   Oct.  2 

Huge  carry-over  Jan.  9-10 

CREDIT 

(See  Financial  Situation) 

DISCOUNT   RATES  AND   REDISCOUNTS 
(See  Financial  Situation) 

EUROPE 

America     and     Europe,     an     address     by 
Mr.  George  E.  Roberts  before  the  Interna- 
tional Chamber  of  Commerce  in  London    Aug.  12-19 
Post-war  conditions      Jan.  1-3;  Mar.  7-11:  Nov.       3 
Progress  of  reconstruction  Aug.  7-10 


Month   Page 
EXCHANGES 

(See  Foreign  Trade  and  Exchanges) 

EXPORTS 

(See  Foreign  Trade  and  Exchanges) 
FARMERS 

(See  Agriculture) 
FEDERAL   RESERVE   BANKS 

(See  also  Financial  Situation) 
Elasticitv   of   reserves  Sept.      3 

iMunagement  should  be  free  from  politics  Aug.  K 
Service  during  liquidation  period 

June  10-11;   Oct  7-8;   Dec.        » 
FINANCIAL   SITUATION 

(See  also  general  headings  each  month) 
Honda  in  increasing  demand  Dec.  11-12 

Credit  situation  easier 

June  2-3;  July  11-12;  Aug.  5-6;   Oct.  6-7 
Cycle  of  inflation  and  collapse  Mar.  6-7 

Foreign  indebtedness  to  U.  S.  June  7:  Aug.  17-18 
I'^ench   experience  with   assignats   teaches 

fallacy  of  tiut  money  Dec.  7-8 

Governmental  expenses  June   6-8 

Inflation   in   United   States  Dec.  8-10 

Interdependence  of  nations  Aug.  12-19 

Investment   market   offers   attractive 

interest   yields  July      15 

Loans  to  farmers  Jan.  7-8;   Dec.      10 

Trocecds  of  foreign  loans  floated  in  U.  S.  June  S-9 
Public  debt  and   U.  S.  government 

financing  June    5-8 

Rates  for  demand  and  time  loans  Feb.  6;  Dec.  3 
Reasons  for  scarcil.v  ot  money  June  9-15;  Nov.  4 
Requiremenl.s    for    European    currency 

reform  Dec.       6 

World  Indebtedness  Nov.  10-11 

World  paper  currency  and  gold  reserve       Dec.      13 

FOODSTUFFS 

(See  also  Agriculture) 
Cheap  at  wholesale  Mar.    2-3 

Effect  of  land  ownershij)  on  prodiittion      July  12-13 

FOREIGN    TRADE    AND    EXCHANGES 
Continued   depression  Apr.    4-6 

Depreciation   of   foreign  currencies 

Feb.  6;   July  10-11;   Aug.  7;   Dec.    4-8 
Desirability  of  freedom  from  governmental 

interference  July  9-10 

Effect  of  loss  of  Russian  Market  Aug.        6 

Effect  of  German  reparation  payments 

Mar.  10-11:  June  4 
Felicitation  of  export  credits  Aug.  7;  Dec.  10-11 
Farm  products  exporting  well  Oct.         3 

Tnternational   Chamber   of  Commerce  Aug.      12 

Lower  prices  factor  In  trade  reduction  Oct.  9-13 
Post  war  trade  relations  Mar.  7-11;  Aug.  12-19 
Tariff  reRUlations  Mar.   11-13;   Oct.     8-9 

The  ter  Meulen  plan  Dec.  10-11 

Volume  of  trade  Feb.  5-6;   Oct.  9-13 

GERMANY 
Collapse  of  currency  Dec    4-6 

Industrial   and  economic  conditions 

Aug.  9-10;    Oct.         9 
Reparations 

Mar.  10-11;  June  3-4;  Aug.  8-10;  Aug.  16-17 

GOLD 

Maintenance  of  gold  standard  June  14-15 

Peril  of  excessive  importations         May  5;   Dec.    3-4 

Service  as   a  medium   of   exchange  Dec.        6 

HIGHWAYS 
Financing    construction  Apr.  14-15 

IMPORTS 

(See  Foreign  Trade  and  Exchanges) 


Month   Page 
INDUSTRY 

(See  also  Business  Conditions) 
Deprpssion  Jan.    2-5;    Sept.    3-10;    Oct.     3-6 

Distribution    of    income  Nov.      10 

Heavy  losses  of  corporations     Mar.  14-15;    Sept.       1 
Restoration  of  equilibrium  essential 

Jan.  4-5;   Feb.  2-4;   Mar.  4-6;    May  3-4: 
June  4-5;  Aug.  4-5;  Aug.  13;   Sept.  3-10: 

Oct.    3-6;    Nov.   2-5;    Dec.    2-3 

INTERNATIONAL  RELATIONS 
Armament  limitation  conference  Dec.        1 

Colombian    Treaty  May    14-15;   July    7-8 

Effect  of  German  reparations 

Mar.  10-11;  June  3-4;   Aug.      16 
Example  of  reconciliation  May       15 

National  debts  of  the  world  Nov.  10-11 

Panama  Canal   toll.s  controversy  July  8-9;   Oct.         8 
Readjustments  after  the  war     Mar.  7-11;   Aug.  12-19 

LABOR 

(See  also  Industry  and  Images) 

Evils  of  restricting   labor's  output  May  11-13 

Leadership  put  to  test  Oct.     5-6 
Organizations  should  understand  economic 

facts  Nov.    3-5 

The  right  lo  strike  May  9-10 

LEATHER   AND  SHOES 

Industry  suffers  losses  Sept.        1 

Shoemakers'  wages  lowered  May        1 

LIVESTOCK 

(See  also  Business  Conditions) 
Plan  to  protect  the  industry 

July  3-4;   Aug.  10-11;    Sept.        3 
LOANS 

(See  Financial  Situation) 

METAL   INDUSTRIES 

(See  also  Business  Conditions) 
Contraction    of   output       Apr.  4;  July  1-2;   Aug.    1-2 
Iron  and  steel  production  drops  to  20% 

of  normal  Aug.   1-2 

v.  S.  Steel  Corporation  cuts  wages  Sept.        1 

MONEY   MARKET 

<S>'e   Financial   Situation) 

NATIONAL  9ITY   BANK  OF  NEW  YORK 

Domestic   branches  Aug.      11) 

Election  of   Mr.   Charles  E.   Mitchell  as 

President  June        1 

NORTH    DAKOTA   POLITICS 

Fallacy  of  League's  theories  demonstrated      Apr.  5-11 

PANAMA    CANAL 

Tolls  controversy  July  8->;   Oct.         8 

Treaty  settlement  with  Colombia 

May  14-15:  July    7-8 
PRICES 

(See  alio  Business  Conditions,  Agriculture 

and  Industry) 
Decline  Jan.  3-4;   Feb.  2-3;  July  3;    Dec.        9 

Farm  staples 

Jan.  10-13;  Mar.  14:  June  11-12;  SepL  4;   Nov.        2 
Held   up  by   inflated   wages  May        4 

Land  as  a  factor  Apr.  13-14 

Range  of  grain  prices  Feb.  8-9;   Aug.        3 

Stabllizrd   by   speculation  Feb.  11-15 

PRODUCTION 

(See  also  Business  Conditions,  Agriculture 
and  Industry) 
Common  welfare  requires  it  be  unhampered 

May  9-14 
Comparison  with  normal  Aug.  1;   Oct.         1 

Curtailed  by  lll-advised  agrarian  systems     July  12-13 

PROFITS 

Meat  Packers  eaminKS  Feb.        9 

Stabilization  Jan.  13-14 

Dlsfrlhutlon  Nov.      10 


Month  Page 
RAILROADS 

Earnings  July    5-7;   Nov.  6-10 

Esch  Cummins  Act  Nov.        8 

Evils  of  "make  work"  policy  of  unions 

May  12;  Nov.        6 
Freight  rates  effect  on  business 

Mar.  3;  July  4-5;  Sept.  6-7;  Oct.  3;  Nov.  1-6;   Dec.    2 
High  operating  costs  Jan.  6;    Mar.  4;   Nov.  6-10 

Investors'   position        May   6-8;    July   6-7;    Nov.  8-10 
Plan  for  funding  debt  to  government  Sept.  10-11 

Principles  laid  down  by  Labor  Board  May    5-6 

Problems    of    operation  Oct.  13-15;   Nov.  6-10 

Valuation  of  properties  Nov.    7-8 

Wage  controversy  Nov.  1-10;   Dec.        2 

SILVER 

Market   fluctuations   and   effect   of   Pittman 
Act  Mar.  13-14 

SOCIETY 

(See  also  Industry) 
Interdependence  of  all   units  June    4-5 

Real  advancement  not  served  by  class 

contentions  May   9-14:   July  13-14 

Unsettlement  following  war       Aug.  12-14;   Dec.        5 


July      11 


Jan.       13 


Jan.  14-15 


SOUTH  AMERICA 
Trade  and  exchange  difllculties 

STEEL 

(See  Metal  Industries) 

STOCK   MARKET 

Deflation 

SUGAR 
Supply,  demand  and  prices 

TARIFFS 

(See  Taxation) 

TAXATION 

Allowable  deductions  to  cover  losses  Jan.       16 

Exemptions   unjustifiable  Apr.  12-13 

New  Revenue  Bill  poor  compromise  Dec.      10 

Revised  measures  urged  June       8 

Tariffs  on   imports                        Mar.  11-13;  Oct.     8-9 

Tax  exempt  securities  effect  on  market  Aug.      15 

TEXTILES 

(See  also  Business  Conditions) 
Industry  resumes  moderate  activity  Sept.    1-2 

Wages  and  raw  material  costs  out  of 

proportion  Apr.        3 

TRANSPORTATION 

(See  Railroads) 

UNEMPLOYMENT 

(See  also  Industry  and  Labor) 
Forced  by  high  wages 
Relief 


Nov.    3-4 
Jan.    6;    Sept.  3-10 


WAGES 

(See  also  Industry  and  Labor) 

Comparison  in  England  and  America           May  14 
Copper  miners  on  pre-war  basis                        Aug.        2 

Iron  and  steel  workers  accept  reductions     Sept.  1 

Lower  levels  reached                                         June  1 
Necessity  for  readjustment 

Feb.  3-4;    Apr.  2;    Sept.  3-10 
Packing  house  employees  accept  reduction 

Apr.  1-2;    Sept.  5-6 

Shoe  workers  accept  reduction                        May  1 

Subject  to  economic  law                     May  4;   Dec.  2-3 

WHEAT 

(See  also  Agriculture) 
Competition  of  Can.adian  crop  Sept.        2 

Crop  reports  July  3;   Aug.  3;   Sept.  2;   Oct.         2 

Price  range  Feb.    8-9 


The  Season  for  Travel ^^  Plans  for  winter  travel  have  begun  to 
materialize.  You,  among  others,  have  probably  given  much  attention  to 
your  itinerary.  Recreation  and  complete  relief  from  the  many  irksome 
details  of  financing  your,  trip  will  be  had  only  when  you  adopt  the  most 
convenient  and  safest  way  to  carry  funds. 
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^C-'B' Traveler/  Checks 

[A  Universal  Currency  in  Denominations  of^io,  *20,  ^50  and'ioo] 

WHETHER  traveling  on  land  or  sea,  N •  C •  B •  Travelers'  Checks 
are  readily  negotiable.  They  possess  the  advantages  of  cash,  but 
none  of  its  disadvantages;  they  bridge  the  hazards  of  loss  and  theft; 
and  they  confer  upon  the  owner  the  benefits  of  an  introduction  to  The 
National  City  Bank's  77  branches  in  22  foreign  countries,  and  to  the  ex- 
ecutives of  its  thousands  of  correspondents  at  home  and  abroad. 

Jitters  of  Credit 

[Embody  Maximum  of  Convenience  and' Ease  of  Negotiation] 

FOR  those  whose  need  for  travel  funds  is  likely  to  be  somewhat  ex- 
tensive, Letters  of  Credit  combine  convenience  and  safety.  They 
are  available  and  may  be  realized  upon  in  every  corner  of  the  globe. 


The  National  City  Bank  of  New  York 

HEAD  OFFICE    55    WALL  STREET 
CAPITAL,  SURPLUS  AND   UNDIVIDED  PROFITS  MORE  THAN  ^100,000,000 
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